JOURNAL of 


American 
Insurance 


Articles On 


What's the Use of Conventions? 


Federal Insurance of Bank Deposits 


Farm Fire Insurance Mutuals 


Notes About the Insurance World 


VOLUME ELEVEN NUMBER ELEVEN 


NOVEMBER, 1934 


PRICE TWENTY-FIVE CENTS 

















WE WRITE ALL CLASSES OF 
DESIRABLE INSURANCE 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 


OF VAN WERT 


INDIANA LUMBERMEN’S MUTUAL INSURANCE COMPANY 


OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMEN’S MUTUAL INSURANCE COMPANY 


OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMEN’S MUTUAL FIRE INSURANCE CO. 


OF PHILADELPHIA 
Offices From the Atlantic to the Pacific 


— (Gale & Stone, Boston Justin Peters, Philadelphia ~- 


Interstate Mutual Insurance Agency Co., Mansfield, Pittsburgh. 
Lumbermens & Manufacturers Mutuals Inc. 
James S. Kemper, Mer. 
Chicago, Milwaukee, Minneapolis, Omaha. 
Lumber Mutual Agency, 
Indianapolis, Memphis, Dallas, Kansas City. 
The Martin General Agency, Seattle, Denver, San Francisco, 
~ Los Angeles, Vancouver, Portland, Spokane. - 






































JouRNAL OF AMERICAN INSURANCE 1 




















THE 


Miu Muruats 


ARE GENERAL 
FIRE INSURANCE 
CARRIERS 




















@ Mill Mutual insurance means 
savings to policyholders. Care in 
selection of risks, economical 
operations and better fire preven- 


tion engineering reduce the cost. 






































MUTUAL FIRE PREVENTION BUREAU 
230 East Ohio St. 33 Chicago, Ill. 


A service organization maintained by the 


Mill Mutuals 


s 
Western Millers Mutual Fire Insurance Co... . Kansas City, Mo. 
National Retailers Mutual Insurance Co......... Chicago, IIl. 
Michigan Millers Mutual Fire Insurance Co... . Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co...... Des Moines, Iowa 
Millers Mutual Fire Insurance Co........... Harrisburg, Pa. 
Millers Mutual Fire Insurance Co......... Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co... . Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association. ....... . Alton, Ill. 


Grain Dealers National Mutual Fire Ins. Co.... . . Indianapolis 
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BENJAMIN FRANKLIN 


The Father of Mutual Insurance, said: 


‘Promises may get the friends, but non-per- 
formance will turn them into enemies”. 


The Michigan Mutual Liability Company has 
borne this thought in mind since its inception in 
1912, and in all the years which have followed 
it has faithfully backed its promises with prompt 
performance—and kept its friends. 


It is proud to number among its Workmen’s 
Compensation policyholder members, a large 
majority of the representative industrial concerns 
in Michigan, and proud, also, that by its prompt 
and equitable adjustment of claims it has proved 
itself worthy of the complete confidence of these 
members. 
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MICHIGAN MUTUAL 
LIABILITY COMPANY 
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and OBA, More Than 
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Dividend Paying $4,400,000.00 
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Fort Wayne, Ind. Toledo, Ohio 


Home Offices—1209 Washington Boulevard at State Street—Detroit—Cherry 4800 
Industrial Hospital—2730 E. Jefferson Ave.—Detroit 


Workmen’s Compensation, Automobile, Group Health and Accident and 
Other Casualty Lines 
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THIS MONTH 


A HIGHLY miscellaneous table of 
contents this month—with such widely 
varied subjects represented as the man- 
agement of rural mutual companies and 
federal insurance of bank deposits ® 
Dr. Valgren, who writes on the farm 
mutuals, is a veteran councilor on in- 
surance problems, having specialized 
for many years on this subject as senior 
agricultural economist, U. S. Depart- 
ment of Agriculture ® Prof. Hoffman 
is of the staff of the Wharton School 
of Finance and Commerce at the 
University of Pennsylvania, and is an ex- 
perienced observer of national affairs. 
His explanation of bank deposit insur- 
ance is a clear statement of the working 
of the law, and is without controversial 
comment ® The third and final article 
dealing with mutual insurance on public 
property takes up the matter of con- 
tingent liability, and, we believe, defi- 
nitely settles all doubts in favor of the 
mutuals ® Notes about the insurance 
world give an unusually interesting grist 
of current news. 


NEXT MONTH 


Tue big mutual convention at Savan- 
nah will be reported. Other articles 
of technical and semi-technical nature, 
written for the layman to understand, 
will be mingled with more observations 
on events of the day, including the 
winter meeting of the Insurance Com- 
missioners to be held soon at St. 
Petersburg, Florida. 
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HARRY McCLAIN 


Commissioner of Insurance 
State of Indiana 


ComMISSIONER McCLAIN succeeded to a position which has been filled 
with a long line of able executives, and his work is bearing out this fine 
tradition. He has a mind quick to discover the needs of the insurance public, 
from both the company and the policyholder view point. His administration 
has promoted harmony, and is notable for efficient handling of the various 
details of the office. 
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'¢§ HAT,” says the Staff Cynic, “is the use of 
conventions? There are perhaps five thou- 
sand of such gatherings in the United States 

every year, from the annual meetings of the National 
Association of Peanut Roasters to the deliberations of 
the American Economic Society. Taking an average 
of ten speeches per convention, that makes fifty thousand 
speakers per annum, not one per cent of 
whom, working on their own power, can be 
heard back of the fourth row; and even if 
a microphone is handy the informal con- 
versation in the rear of the hall drowns out 
the talk from the platforni. Invariably, ‘a 
convention is just an invention to hold golf 
tournaments and poker marathons.’ If you 
are going to write an editorial on conven- 
tions, it should be decorated with a border of old-fash- 
ioned baloney, sliced thin.” 

Some truth in this, too. Not all speeches can be 
heard. The noise about the entrance is indeed very 
often disconcerting; baloney is the backbone of many 
an address; golf not infrequently has delayed conven- 
tion openings ; and heresay confirms rumors of the poker 
charge. But even so, we are optimistic about conven- 
tions. They serve a need that no other activity quite 
supplies. After all, any enterprising and determined 
delegate can, by prompt attendance, crowd himself 
somewhere in the first four rows, and what is “baloney” 
to a sophisticated veteran conventioner may be good 
roast beef to the serious-minded office worker, the bud- 
ding young executive, the field man, and others who are 
earnestly on the look-out for information and who are 
not averse to feeling an honest thrill over an eloquent 
idea. Genuine inspiration may be rare, but one is more 
likely to find it somewhere at a national convention than 
in a swivel chair, or sticking forever in the same old 
home town. Perhaps those who doubt the value of 
conventions might find it profitable to inquire is per- 
chance they are standing in their own light. 

No one can fail to sense a feeling of buoyancy in a 
convention crowd. There is something more than so 
many men and women at such meetings. A convention 


lays down a substantial tissue of solidarity, of com- 
panionship; of comradeship in the promotion of the 
At these meetings are 


purpose for which it is called. 


@ WHAT IS THE USE 
®@ OF HOLDING 


CONVENTIONS? 


adopted forward-looking measures which individuals 
working alone would forever fail to develop in their own 
offices. One good thought bolsters up another, and what 
was merely a timid notion in the mind of one man grows 
to importance under the encouragement of congenial 
associates. The spirit of conventions is the opposite of 
the spirit of anarchy. The lone worker sees a distorted 
picture of the world. Satisfaction with local success, 
in the long run, cuts off healthy circulation of ideas— 
and is a malady for which conventions are perhaps the 
only remedy. 


We believe these observations apply to all business en- 
terprises, and particularly to mutual insurance, the life 
principle of which is co-operation. This is readily 
proved by a look at the beginning of the mutuals’ larger 
progress, which was co-incident with the holding of 
conventions. True enough, there had been a steady 
enlargement of the mutual field since 1752, but. in- 
creases in facilities for coverage to a point where the 
general public could be more adequately served were 
the product of get-to-gether meetings held on a nation- 
wide scale. 


The National Association of Mutual Insurance Com- 
panies, composed predominately of the farmers’ and 
county mutuals, were the leaders in the mutual conven- 
tion idea, having a record of a continuous series of 
annual meetings since 1895. The Federation of Mutual 
Fire Insurance Companies began in 1916 to hold joint 
gatherings with the Association. While by no means 
all the tremendous development of the member com- 
panies can be credited to conventions, yet a united 
mutual front has been a 
powerful factor in creating 
favorable publicity, in im- 
proving methods, in com- 
bating competition which 
often has proved unethical, 
and in watching state and 
national events which easily 


might have overcome or 
destroyed the unwary and unorganized. 
ee @ 


NOTHER conspicuous example of the success of 

the get-to-gether meeting idea is that of the Na- 
tional Convention of Insurance Commissioners. With- 
out the concerted effort of the Commissioners to regu- 
late their own regulating, the administration of insur- 
ance in this country would make it quite impossible for 
any company to do business in anything like a total 
of 48 states. Despite the rapid turnover of personnel 
in the various Departments, the National Convention 
has, in the main, acted as a stabilizing influence of in- 
estimable value. It has become, especially in the last 
decade, a power which more than once has decided 
issues of major importance to the very existence of the 
financial structure of our commercial system. If that 
is “baloney,” it must be a very choice brand. 

How do conventions operate to accomplish such 
desirable results? Largely, it is accounted for by the 
inborn genius of human nature to harmonize view- 
points when exchange of opinion is done face to face. 
Argument might go on indefinitely in an interchange of 
letters, but respect for another man’s ideas grows with 
personal touch. A man in a meeting is less inclined to 
be opinionated than if talking to his own circle of 
employees and business associates. Conventions em- 
phasize to the one-track mind that there are definite 
limits to the advantages of individualism. The expan- 
sive nature gathers more friends, and likewise more 








6 


business; and the sparks of person- 
ality which are generated by the rub- 
bing of elbows kindle a congenial 
fire to warm not only the sentimental 
heart but also the heart of commerce. 

Even if the microphone did not 
eliminate most of the objection to the 
weak-voiced speaker, there is more to 
a speaker than his voice. In fact, his 
speech may be often better under- 
stood if read in the printed proceed- 
ings. Yet one cannot but be inter- 
ested in seeing a man who has made 
an outstanding success, perhaps by 
different methods applied to your own 
line of business, and who has thought 
enough of you and your fellows to 
have traveled a thousand miles or 
more to tell you about his experience, 
for your benefit. The idea of brother- 
hood, as a theme, is much over- 
worked, but, properly tempered, it is 
the foundation of all progress. Even 
the poorest convention yields a har- 
vest of new acquaintances, revitalizes 
old friendships, puts a burr under the 
saddle of the self-satisfied and com- 
placent, gives young minds a wider 
vision, reveals to everybody the neces- 
sity of meeting the future half way 
with adequate preparation for the 
troubles and the triumphs which will 
cluster around the next tick of the 
clock. 

Let him who wishes attempt to 
analyze the material worth of a con- 
vention. It defies analysis because so 
much of it is not material at all. Yet 
it is quite as substantial as that highly- 
prized “good will” which is often the 
largest item in a business concerns’ 
assets. It is as vital as the driving 
force of personality, which makes the 
difference between the mediocre and 
the successful executive. It is im- 
portantly akin to peace of mind, to 
recreation, to the exercise of the 
higher arts of civilization. And, if 
one wants to look at the down-to- 
earth side, it gets the money. 


SO MANY OF OUR READERS BEING IN 
THE MUTUAL FIELD, WE EXPECT TO 
see them by the hundreds at the mu- 
tual convention in Savannah, Georgia, 
on November 12th, 13th, 14th, and 
15th. 

Partly because of the especial im- 
portance of the subjects to be dis- 
cussed, and partly because of the 
accumulated prestige of these big 
annual meetings in the past, this 
gathering is expected to be a record 
breaker in attendance and interest. 
An added attraction is the innovation 
of holding the convention in the 
South at a time when the weather is 
at its best. 
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NOTES ABOUT 


the 


INSURANCE WORLD 


e 


Running Comment on What Is In the Magazines 
and the Mail That Comes to the Desk of the Editor. 


A Thought for Thanksgiving 


THE IMPENDING THANKSGIVING 
PROCLAMATION GIVES POINT TO THE 
publication of following prayer 
offered by the Rev. Dr. C. Excell 
Rozelle at a recent meeting of in- 
surance agents in North Carolina. We 
are indebted to the Insurance Field 
for the text of this unique supplica- 
tion, which is as remarkable for its 


solid good-sense as for its phrasing _ 


in insurance terms: 


“In these days of uncertainty, O 
God, days when around the corner or 
on the next curve there is great possi- 
bility of disaster, even death, we come 
to Thee for warning and hope. Thou 
who hast put out danger signs and 
distress signals long ago for frail men, 
Thou who art supremely interested in 
the welfare of each individual, Thou 
who hast cautioned all human beings 
regarding perilous days and deadly 
nights, urging care and caution upon 
us all, be with these men today, men 
who are specialists in protection and 
human well being. May they add their 


weight of influence to our lives and to 
those who disregard and go careless 

















along the thoroughfares of life. End, 
if possible, man’s blunderings, and 
show to each of us the proper and 
right ways of travel and communica- 
tion. 


“O God, Thou who hast placed us in 
a world where hazards surround us, 
where fires break out and houses go 
up in smoke and down in ashes, bring- 
ing colossal waste to home owners and 
insurance companies, stop, we pray 
Thee, this human indifference to the 
destruction and loss, ruin of house and 
mill, factory and store, and places 
where men conduct their affairs and 
business. This very day in this good 
land of ours, fire will take its awful 
toll in cabins and palaces, in hotels and 
hospitals, in barns and banks, in shops 
and sanctuaries. Wherever man has 
erected his structures the devouring 
flames will leave smoking chimneys 
and homeless families, and tens of 
thousands with no place to find em- 
ployment. O God, if these assembled 
men have an idea, a new thought, a 
motive for the salvaging of our ma- 
terial institutions, help them today to 
produce it, and thereby add to human 
knowledge and all national better- 
ment. 


“O God, creator of life and things, 
lover of men’s bodies and lives, in- 














_numerable men, women, and little chil- 
dren lie dead each year in our land 
because of preventable casualties, acci- 
dents at home and on the streets, here, 
there, everywhere. O give us wisdom 
to do something about this disaster 
universal, and help us in this conven- 
tion to save a life, to protect a father, 
to add years to a mother, and to per- 
mit each boy and girl to live to 
maturity. 

“This is no insignificant meeting. It 
is freighted with heavy responsibili- 
ties. These men hold in their hands 
keys to health and happiness, keys to 
life and labor and love. Bless them 
all, we pray Thee. When these days 
are closed and this business has been 
transacted, send them home again 
with fresher, clearer visions of duty 
and obligation, in the name of God, 
the Supreme Underwriter.” 


Wisconsin Association 
Convention of Mutuals 


ONE OF THOSE ENTHUSIASTIC MEET- 
INGS FOR WHICH THE WISCONSIN 
State Association of Mutual Insur- 
ance Companies is famous was held 
at the Hotel Schroeder at Milwaukee 
October 23 and 24. This occasion, 
which is always well attended, was 
this year particularly interesting and 
included features which should be 
an important element in the further 
advance of mutual insurance in the 
state. The major items on the pro- 
gram were: 

First Day 

“President's Address” —.Geo. A. 
Jacobs, Secretary, Citizens’ Mutual 
Fire Insurance Co., Janesville, Wis. _ 

“Fire Prevention” — Richard E., 
Vernor, Manager, Fire Prevention 
Dept., Western Actuarial Bureau, Chi- 
cago, 

“Mutual Insurance’—Thos. Mc- 
Cracken, President, National Associa- 
tion of Mutual Insurance Cos., Chi- 
cago, Ill. f 

“Service an Agent Expects from 
His Company’—Harold C. Weiss, 
Reitan-Lerdahl Agency, Madison, Wis. 

“The Mortgage Clause and Endorse- 
ments”—Attorney Hubert O. W olfe, 
Milwaukee, Wis. : ; 

“Address’—J. E. Kennedy, Execu- 
tive Secretary, Wisconsin Mutual In- 
surance Alliance, Madison, Wis. 

6:30 P.M.—Banquet, Crystal 
Room, Hotel Schroeder. 


Second Day 

The entire day was devoted to the 
Mutual Insurance School, an open 
forum for discussion of agency and 
company problems. The leaders of the 
school were: 

Aucust C. Fuce, Secretary, West 
Bend Mutual Fire Insurance Co., 
West Bend, Wis. 

FRANK J. Moncin, Mongin Insur- 
ance Agency, Green Bay, Wis. 

Joun A. ScHwatpacu, Secretary, 
Germantown Farmers Mutual Insur- 
ance Co., Germantown, Wis. 

E. P. Hocxtnc, Geo. A. Jacobs 


Ball 


Agency, Janesville, Wis. 

SreKER, Secretary, American 
Mutual Fire Insurance Co., Milwau- 
kee, Wis. 
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Gorvon Busoiz, Bubolz-Jesse Mu- 
tual Insurance Agency, Appleton, Wis. 
Cart JANSSEN, Secretary, Mayville 


Limited Mutual Fire Insurance Co., 
Mavville, Wis. 
CALVIN Marx, Marx Insurance 


Agency, Viroqua, Wis. 
The present officers and directors, 


who will hold over until the next 
meeting, which will be held in 
December, include: 

Gee: A. FaCOUS occ cee saw President 


Janesville 
Henry Weihbrecht ....Vice-President 
Milwaukee 
Theo. R. Schmidt. Secretary-Treasurer 
Kewaskum 
A W.. Anderson. écsccis siclcss Director 
Neenah 


Flarold U.. Brown onc ocicccs Director 
Stevens Point Ay: 
Ammust C.. Fume «oo. 5.40% 0 Director 


West Bend 
The convention details were ably 
handled by a committee consisting of 
Henry Weihbrecht, L. W. Schlieder 
and Julius C. Schulz. 
e* @ ® 


Big Time Stuff 


IT IS INTERESTING TO LEARN WHAT 
LIES BACK OF VARIOUS NEWS ITEMS. 
For example, the Insurance Field of 
October 16th gave considerable play 
to a report that the Stock Insurance 
Association of North Carolina had, 
out of loyalty to their sacred cause, 
withdrawn their Raleigh offices from 
the Lawyers Building, because the 
owners had taken out a mutal fire 
policy. This was alleged to be a major 
victory in the triumphal march of 
stock insurance. The Lawyers Build- 
ing had been severely punished, and 
the implication was that any office 
building owner would suffer a gen- 
eral exodus of tenants if mutual in- 
surance was purchased. 

Well, the facts of the matter show 
that the Agents Association did in- 
deed remove their headquarters, con- 
sisting of a luxurious suite of two 
small offices, for which they had paid 
the splendid sum of $30 per month. 
Apparently, the lease was running 
out, anyhow, and money not being so 
plentiful in stock circles, another 
suite, possibly one room this time, 
could be had for less. Meantime the 
lawyers Building still stands, cov- 
ered by mutual insurance and well 
tenanted. 

Insurance buyers can get a signifi- 
cant hint from the concluding para- 
graph of the article in the Field which 
said: 

“The action and foresight of the 
North Carolina association appears to 
be far wiser and more resultant than 
if the interested agents had appealed 
for a reduction in stock rates—now far 
too low—in the hope of meeting 
mutual competition and saving the 
business.” 

Thus if you have stock insurance 
and want your rates lowered, call in 
mutual competition. 


What F. H. A. Loans Buy 


HEATING, INTERIOR DECORATING, 
AND PLUMBING WORK LEAD THE LIST 
of jobs which home owners have had 
done with their modernization and 
repair loans. More money goes for 
inside improvements generally than 
for exterior items, it is shown by a 
study of a group of loans, announced 
by the Federal Housing Administra- 


tion. The percentages of jobs fi- 
nanced by such loans made by the 
FHA, follows: 

No.of Percent- 

Purpose Jobs age 
Gl. aan 265 14.53 
Ins de painting and 

redecorating .... 264 14.47 

i 252 13.82 
Exterior repairs... 177 9.70 
Rooting Riareubie Grae aveue 169 9.27 
Outside painting... 108 9.21 
Remodeling— 

a 155 8.50 
Interior repairs ... 102 5.59 
Cementing ........ 72 3.95 
| 64 3.51 
Remodeling— 

bathroom .......... 56 3.07 
Additional rooms .. 44 2.41 
Remodeline— 

MHCHEN: ok ss. 36 1.97 

1,824 100.00 


The average amount of loans was 
$579, and 97 per cent was for a 
period of two years or less. 


FIRE | 
NEWS 


Missouri Rate Case up Again 


ANOTHER CHAPTER WAS WRITTEN 
IN THE SEEMINGLY ENDLESS MISSOURI 
rate case when the United States 
Supreme Court on October 8th re- 
fused to rule on the question of 
whether the Cole County Missouri 
Circuit Court had jurisdiction to de- 
cide upon the disposition of that por- 
tion of the excess premiums return- 
able to Missouri policyholders which 
the companies have not refunded. 
This decision affects only the old rate 
case and does not involve the new 
litigation, in which the companies are 
seeking to get legal sanction of the 
16 2/3 per cent rate increase which 
was put into effect in 1930. 

This decision arises out of the 10 
per cent fire, lightning, hail and wind- 
storm rate reduction imposed in 1922 
by the then Missouri Insurance Sup- 
erintendent, Ben P. Hyde. That 
order was litigated and while the case 
was pending, a stipulation was en- 
tered into between the companies and 
the Missouri Attorney General, pro- 
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viding that the companies should give 
bond to insure that the refunds would 
be made, in the event final judgment 
was entered against the companies. 
The stipulation provided that the re- 
funding should be made by the com- 
panies and provided the method by 
which they should make the refund. 
When the United States Supreme 
Court decided against the companies 
in 1928 and 1930, they made refunds 
of most of the money, but naturally 
there were a certain number of policy- 
holders who could not be located and 
a residue was left, the exact extent 
of which has not been determined. 

The State of Missouri filed a 
motion in the Circuit Court in Cole 
County asking that the companies be 
required to account for and pay over 
the unrefunded portion. The com- 
panies contended that the Cole County 
Court had no jurisdiction, and they 
carried this question to the United 
States Supreme Court, which has just 
refused to consider it, which leaves 
the Cole County Circuit Court in 
charge of the accounting of the re- 
fund. 

eee 


Fuse Sparks Held to be “’Fire’’ 


A JURY IN THE MUNICIPAL COURT 
OF THE CITY OF NEW YORK HAS REC- 
ently decided that sparks, apparently 
from the fuse of a bomb, constituted 
enough evidence of fire to bring a 
subsequent explosion loss within the 
terms of a fire policy. 

Policies of insurance were issued to 
the Allied Cleaning and Dyeing Cor- 
poration, insuring it against loss by 
fire on its building at 77-29 First 
Avenue, Long Island City. The 
standard form policy covering the 
premises contained the following 
clause: 

“Unless otherwise provided by 
agreement in writing this company 
shall not be liable for loss or damage 
occurring by explosion * * * unless 
fire ensue and in that event for loss 
or damage by fire only.” 


An explosion occurred on the 
premises and demolished the building. 
The insurance companies claim that 
the loss was occasioned by a bomb 
thrown by strikers. Report of the 
fire department indicated that there 
was no fire on the premises but that 
the loss was caused by a bomb. The 
evidence of the fire department was to 
the effect that the watchman at the 
premises was notified by telephone 
by somebody who stated that he 
should immediately vacate the prem- 
ises because a bomb would be thrown 
into the premises. 

Several witnesses testified that they 
had seen sparks at the premises on 
the night of the loss. It was the con- 
tention of the assured that the explo- 
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sion was preceded by fire and that in 
such event the insurance company 
should pay for the demolition of the 
building caused by the explosion and 
that even if a bomb were thrown into 
the premises it would be necessary to 
have the same ignited before the ex- 
plosion could take place and that the 
sparks of the ignition would be con- 
sidered as a fire preceding an explo- 
sion, 

This seems to be the first case of 
its kind wherein the contention has 
been advanced that the sparks which 
may cause a bomb to ignite should be 
considered as a fire preceding an ex- 
plosion under the standard form of 
policy. 

eee 


Utah Condemns Fictitious Fleet 


INSURANCE COMMISSIONER SMITH 
OF UTAH HAS ISSUED A WARNING 
against the practice of writing auto- 
mobiles in fictitious fleets. He says: 

“We are definitely of the opinion that 
this practice is a violation of the law. 
We recognize the need for liability and 
property damage protection for em- 
ployees where privately owned cars 
are used during some hours of the day 
in the service of the employer, but we 
cannot see where the employer is con- 
cerned in such risks where the auto- 
mobiles involved are not being used on 
company business. We feel that the 
risks mentioned can be amply taken 
care of through the contingent non- 
ownership public liability and property 
damage policy. 

“We are of the opinion that no auto- 
mobile can be lawfully included in a 
fleet where the car concerned is not 
used exclusively in the service of the 
company. As far as this department 
is concerned, the practice of writing 
fictitious fleets must stop.” 


ee @ @® 
'. > 
Bassett Leaves Firemen’s 
NEAL BASSETT, FOR YEARS CHIEF 


EXECUTIVE OF THE FIRPMEN’S GROUP 
of Newark, has announced his resig- 
nation and the election of John R. 
Cooney as his successor. Due to the 
fact that the Firemen’s Group has 
always operated outside of the or- 
thodox stock organizations, there has 
been a great deal of speculation as to 
whether any change in its executive 
control would affect its status as a 
non-organization company. Since Mr. 
Cooney has come up through the 
ranks of the Firemen’s Group it is 
anticipated that there will be no 
change in the company’s method of 
operation. 

Mr. Bassett has long been a stormy 
petrel in the stock fire insurance 
business and his companies have 
been vigorous competitors of the or- 
ganization companies for many years. 
This change will also be of interest 
to the casualty companies, since the 
Metropolitan and the Commercial 





Casualty are members of the Fire- 
men’s fleet. 
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Fire Loss Hits New Low 


THE NATIONAL BOARD OF FIRE UN- 
DERWRITERS ESTIMATED THAT FIRE 
losses in the United States for Sep- 
tember were $16,243,870. This is a 
reduction of $4,203,701 from the 
losses of September, 1933, or 20.55 
per cent. It is 17.18 per cent below 
the losses in August, 1934, and rep- 
resents the lowest monthly loss re- 
ported in many years. For the first 
nine months of 1934, the total loss as 
estimated by the National Board has 
been $213,405,563 which is approxi- 
mately $42,000,000 less than the loss 
for the same period in 1933, and 
$128,000,000 less than the loss for the 
same period in 1932. It seems clear 
that the total fire loss during 1934 will 
be lower than it has been for many 
years. 
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Grenade Fire Extinguisher 
Invented in Germany 


ACCORDING TO A REPORT FROM THE 
AMERICAN CONSULATE GENERAL IN 
Berlin, a hand-grenade designed to 
extinguish a fire quickly has been in- 
vented in Germany. 

The missile, when thrown into a 
fire, explodes and spreads a cloud of 
fire extinguishing powder. The shell 
of the grenade is made of paper or 
other combustible material which is 
shattered almost instantly by the ex- 
plosion. A charge of explosive com- 
position is placed in an inner chan- 
nel, the fire extinguishing powder 
filling the remaining space. 


Mutual Fire Engineers 
Meet in Chicago 


THE ASSOCIATION OF MUTUAL FIRE 
INSURANCE ENGINEERS HELD A TWO 
day meeting at the Edgewater Beach 
Hotel in Chicago on October 15th 
and 16th. 

The officers of the Association now 
are: R. D. MacDaniel of the Grain 
Dealers National Mutual Fire Insur- 
ance Co., President; E. E. Hotchin 
of the Michigan Millers Mutual [ire 
Insurance Co., Vice President; and 
C. M. Rowley of the LLumbermens & 
Manufacturers Mutuals, Inc., Secre- 
tary. 

A number of 


very interesting 


papers, dealing with various aspects 
of fire prevention and special hazards 
were read. They ranged from a dis- 
cussion of the hazards of dry clean- 
ing systems to a review of the neces- 
sary features of inspection reports. 











Canadian License for 
Factory Mutuals 


BRINGING TO A CLOSE THE CON- 
TROVERSY WHICH WAS CONTINUED IN 
the Dominion of Canada for some 
four decades, the Associated New 
England Factory Mutual Insurance 
Company will receive certificates of 
registration from the Dominion De- 
partment of Insurance at Ottawa. 
Amendment to the Dominion Insur- 
ance Act at the last session of Parlia- 
ment to permit registration without 
making a deposit, if assets are main- 
tained in Canada in excess of liabilfty 
and if those assets continue to form 
part of the general assets of the com- 
pany available pari passu to all policy- 
holders in or out of Canada similarly 
to other funds, is the basis upon 
which this group may now become 
registered. 
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More Time to 
Globe & Rutgers 


THE GLOBE & RUTGERS FIRE !NSUR- 
ANCE COMPANY ANNOUNCED ON 
October 16th that consent from credi- 
tors to its rehabilitation plan has been 
coming in steadily, and that it is hoped 
to have the company operating within 
a short time. Supreme Court Justice 
Alfred Frankenthaler, who originally 
approved the plan and its promulga- 
tion, recently granted the company 
until November 15th to- declare it 
operative. This additional time will 
be utilized in completing final arrange- 
ments with the Insurance Superin- 
tendent of New York and the Recon- 
struction Finance Corporation for 
the company’s release from rehabili- 
tation, according to the company’s 
statement. 

The return of this company to 
active operation has been expected 
for months, and apparently the task 
of reorganization has been more 
difficult than was anticipated. 
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J. J. Beall in Auto Accident 


JOHN J. BEALL, VICE-PRESIDENT OF 
THE NORTHWESTERN MUTUAL FIRE OF 
Seattle, was injured and his wife was 
instantly killed on October 13th when 
the Beall automobile lost a rear wheel 
and struck another car near Marys- 
ville, Washington. Imogene Beall, 
their daughter, and her companion 
were also injured, and the four occu- 
pants of the other machine received 
minor hurts. 

Mr. Beall has been in charge of the 
reinsurance department of the North- 
western for some time, and is ex- 
tremely well known to mutual fire in- 
surance men throughout the country. 
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CASUALTY 
NEWS « « e 


Twentieth Anniversary 
Celebration 


THE TWENTIETH ANNIVERSARY 
CELEBRATION AND ANNUAL MEETING 
of the Casualty Actuarial Society will 
be held November 22nd and 23rd, at 
the Hotel New Yorker, New York 
city. The meeting of the society will 
be called to order on November 22nd 
for the election of officers and pres- 
entation of papers. Lunch will be 
served at the hotel, followed by the 
celebration, which will consist of ad- 
dresses by members of the society and 
an outside speaker. The twentieth 
anniversary dinner will be held at the 
hotel that evening. Following this 
dinner, which is to be quite informal, 
members will present brief sketches 
and discourses of a humorous and 
satirical nature. 

On November 23rd, the meeting 
will consist of the informal discussion 
and completion of the reading of 
papers. 
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Sauce for the Goose 


THE SEATTLE MANAGER OF THE 
AMERICAN AUTOMOBILE HAS TURNED 
the tables on the organization com- 
panies by filing with Insurance Com- 
missioner William A. Sullivan a for- 
mal protest against the acceptance of 
the filings of forty bureau companies 
effective October 8th, by which P.L., 
P.D., non-ownership and garage rates 
were slashed 15 per cent to meet the 
competition of the occupational rating 
plan followed by the American Auto- 
mobile. The attorney for the Ameri- 
can, Ivan Merrick, concludes with the 
following request : 

1. “That companies filing the devia- 
tions be required to immediately 
furnish Commissioner Sullivan with 
experienced data and other in- 
formation for investigation into the 
adequacy of such rates as to each 
respective company so filing. 

“That until such investigation has 

been completed the right of com- 

panies to write policies under the 
new schedule be suspended. 

3. “That the filing be rejected as to 
any company as to whom your in- 
vestigation discloses the deviated 
rates are inadequate and that the 
license of any such company writ- 
ing policies under such rates be 
suspended in accordance with Sec- 
tion 3 of the Insurance Code. 


It is the contention of the company 
that the filing of such deviation under 
existing circumstances, together with 
the writing of policies thereunder, 
constitutes an actual rate war, and it 
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points out that under section 11 oi 
the State Insurance Code, the Com- 
missioner may satisfy himself of the 
adequacy of the rate charge and may 
suspend the license of any company 
charging inadequate rates. The rat- 
ing situation in Washington is quite 
chaotic, since the American Auto- 
mobile and other non-organization 
companies have filed rates on the oc- 
cupational plan which in many cases 
are substantially lower than the man- 
ual rates. 
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R.F.C. Helps Metro. Casualty 


CHAIRMAN JESSE JONES OF THE 
RECONSTRUCTION FINANCE CORPORA- 
tion has announced that a loan and 
commitments amounting to $10,600,- 
000 have been made to the Metro- 
politan Casualty Insurance Company, 
New York, conditioned upon the 
company’s agreeing to readjust mort- 
gages and certificates guaranteed by 
it. Part of the funds are to be used 
in the purchase of preferred stock 
issued by the company, and the re- 
mainder in the readjustment of the 
mortgages and certificates. The diffi- 
culties of the Metropolitan Casualty 
are attributed in large part to its 
mortgage guaranty business, and it 
is hoped that with this assistance 
from the Reconstruction Finance 
Corporation the company will be able 
to clear up its losses without liquid- 
ation. 
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Compensation Considered by 
Commissioners and Agents 


A CONFERENCE WAS HELD IN NEW 
YORK ON OCTOBER 15TH BETWEEN THE 
stock casualty insurance companies 
and their agents, and the sub-com- 
mittee of the Committee on Work- 
men’s Compensation Insurance of the 
National Convention of Insurance 
Commissioners. It was announced 
that a resolution was adopted follow- 
ing a meeting between representatives 
of the companies and producers, ex- 
pressing the combined attitude toward 
a program for straightening out the 
compensation insurance trouble. The 
resolution, concurred in by all in- 
terests except the National Associa- 
tion of Insurance Brokers, follows: 

“Whereas committees composed of 
representatives of the membership of 
the National Bureau of Casualty & 

Surety Underwriters, the National 

Association of Casualty & Surety 

Agents, and the National Association 

of Insurance Agents, have given fur- 

ther consideration to the problem con- 
fronting stock insurance companies in 
the writing of workmen’s compensa- 
tion insurance. Therefore, be it: 
“Resolved, that this joint committee 
urge the approval of the Insurance 
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Commissioner’s convention of the rate- 

making program already adopted by 

the National Council and be it further : 

“Resolved, that the Insurance Com- 
missioner’s Convention be requested to 
approve as a supplement to the Na- 
tional Council program, the ‘joint con- 
tribution’ plan which is designed to 
meet existing economic conditions and 
recommend to the National Council the 
incorporation of this plan in the rate 
program of said council.” 

Apparently, from the reports of the 
meeting which have appeared, the 
joint contribution plan is to be re- 
garded as a second choice, and all of 
the stock interests will be entirely 
satisfied if the National Convention 
of Insurance Commissioners approves 
the rating plan which was offered by 
the National Council on compensation 
insurance at the June meeting of the 
Executive Committee. 
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Hearing on Comp. Rates 
Called in Missouri 


THE NATIONAL COUNCIL ON WORK- 
MEN’S COMPENSATION HAS SUBMITTED 
to the Missouri Department a com- 
prehensive revision of compensation 
rates, which will be the subject of a 
hearing called at Jefferson City on 
November 13th. 
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Light Reduces Auto Accidents 


THE UNFORTUNATE EFFECTS OF RE- 
DUCED APPROPRIATIONS FOR LIGHTING 
streets and highways were brought 
out clearly by R. E. Simpson in a 
recent paper delivered before the An- 
nual Convention of Illuminating En- 
gineers. Those cities with the lowest 
per capita cost for street lighting ap- 
parently have the highest night auto- 
mobile fatality record and vice versa. 
As a conspicuous example, the Mt. 
Vernon highway out of Washington, 
the number of accidents per million 
vehicle miles in 1932, before the light 
was shut off, was 2.87. In 1933, after 
they were shut off, the comparable 
figure was 7.02. In turning off the 
lights on this highway, primarily be- 
cause of lack of funds, it was felt 
that the illumination provided by 
automobile spotlights would serve the 
requirements of safety. Evidently it 
did not. Mr. Simpson’s conclusion 
is that “the community pays for good 
street lighting whether it gets it or 
not.” 


Forest Insurance Study 
Completed on Coast 


COMPLETION OF THE INVESTIGATIVE 
PHASE OF THE FOREST INSURANCE 
study in the Pacific coast territory is 
announced by the branch of research 
of the Forest Service. 
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This study, undertaken first in the 
Douglas fir region of western Oregon 
and Washington four years ago, was 
later extended to the northern pon- 
derosa pine region of eastern Oregon 
and Washington, northeastern Cali- 
fornia, and southern Idaho, the sugar 
pine-ponderosa pine region of the 
west side Sierra in California, and 
the redwood region. The project, 
conducted through the Pacific north- 
west forest experiment station and 
the California forest and range ex- 
periment station, has been in charge 
of H. B. Shepard, a trained forester 
with experience in fire insurance. 

The purpose of the inquiry has 
been to determine why the owners of 
forest properties do not enjoy fire in- 
surance facilities comparable to those 
afforded other owners, and whether 
means could not be devised for effect- 
ing practical and economic forms of 
insurance cover for them. 

The inquiry, which has included a 
detailed study of forest fire losses of 
the past twenty years, concludes that, 
as far as the extent and character of 
losses are concerned, there is no real 
reason why forest fire insurance 
should not function successfully in 
the territory. Neither does it find 
any administrative or technical ob- 
stacles that appear insurmountable. 
Furthermore, this territory, contain- 
ing as it does approximately two- 
thirds of all the merchantable timber 
in the country, and extending over a 
wide range, can support an insurance 
organization in itself, whether or not 
such business is done in the rest of 
the country. 

As an example of the favorable as- 
pect of the loss situation, the follow- 
ing figures are quoted from the re- 
port: The average annual rate of 
loss established for the Douglas fir 
region, on a weighted value basis, is 
0.047 per cent (4.7 cents per $100 of 
value per year) from ordinary fires, 
all forest types and tree size classes 
included ; the corresponding figure for 
the northern ponderosa pine region 
is 0.119 per cent; and for the sugar 
pine region, 0.133 per cent. These 
two latter regions show no evidence 
of ever having suffered major con- 
flagrations, whereas the fir region has 
been and very evidently still is 
strongly subject to this form of loss 
at periodic intervals. Fortunately, it 
appears that the normal major con- 
flagration interval has been not less 
than approximately thirty years. 
Nevertheless, the damage has been, on 
an annual basis, considerably in ex- 
cess of that caused by the ordinary 
run of fires. A study of the existing 
statistics shows that these major con- 
flagration losses in the region amount 
to an equivalent of approximately 





0.080 per cent per year. Though pre- 
cise figures are not possible because 
of inadequate statistical records of 
previous conflagrations, it appears 
that they have been causing nearly 
twice as much loss as the ordinary 
run of fires in the region and that 
they put the aggregate annual loss 
expectation of the fir region between 
twelve and thirteen cents per $100 of 
value, that is, approximately equal to 
that of the two pine regions. 

The proposal made by the study, 
for initial experimental introduction 
of insurance cover, is an aggregate 
average premium rate of forty-five 
cents on a 100 per cent coinsurance 
basis. The above loss figures indicate 
the possibility of a twenty-five cent 
level, approximately, if all or nearly 
all of the property in the territory 
could be written. It can be supposed, 
for example, that selective underwrit- 
ing could counter the moderate in- 
crease in losses under insurance con- 
ditions that might accrue from moral 
hazard. It is not believed that moral 
hazard would be encountered to a 
highly serious extent among timber 
owners. It is of course intended 
that this contingency, along with 
others, would be provided for in the 
twenty cent factor of safety sug- 
gested. 

The principal unknown factor is 
that of the volume and character of 
business that might be done. After 
full consideration of all factors in- 
volved it was deemed inadvisable to 
undertake any extension work for the 
present. Whether something may be 
done along this line later will depend 
on the interest displayed and the evi- 
dent demand for it, either from tim- 
ber or insurance circles. 

The report contains suggestions for 
three schedules of specific rates, one 
for each of the three major regions 
studied. The redwood region is con- 
sidered, for study purposes, as essen- 
tially a part of the Douglas fir region. 
In these schedules provision is made 
for charges and credits for a con- 
siderable number of hazard factors, 
causative and contributive, according 
to quantitative hazard measurements 
made in the course of the study, both 
through analysis of already existing 
data and data collected by the study 
itself. In this connection, field ap- 
praisals were made on damaged areas 
aggregating upwards of 70,000 acres 
of potentially insurable — timber 
growth. 

Feeling that administrative or tech- 
nical difficulties might possibly de- 
velop prohibitive features, the study 
made a careful inquiry into all ascer- 
tainable factors of valuation and ap- 
praisal, loss adjustment and _ policy 


(Continued on Page 14) 
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FEDERAL INSURANCE OF BANK DEPOSITS 


An Explanation of the New Law and How it Works 


HETHER they know it or 
not, and, if knowing, whether 
they like it or not, the vast 
majority of the people of the United 
States now have their bank deposits 
insured. Congress is the proximate 
cause of this fact. In the spring of 
1933, an amendment to the I‘ederal 
Reserve Act was passed, providing 
for deposit insurance under Federal 
direction and control. This act went 
into force January 1, 1934, at which 
time the deposits of all approved 
banks were guaranteed up to $2,500 
per depositor. As of July 1 this 
year, and to continue for one year, 
the limit per depositor was advanced 
to $5,000. Beginning July 1, 1935, 
a permanent plan goes into force. 
Despite its outward aspects, this is 
obviously an emergency experiment. 
When the present administration 
came into power the shafts of public 
opinion were sharp. By the millions 
they prodded the legislators to do 
something. The choice of action was 
of no particular moment; the main 
thing was action. lor years past, 
bank failures had continued piling up 
to assume, during 1930, 1931 and 
1932, the proportions of a_nation- 
wide debacle. Paralleling the latter 
phases of this movement was the in- 
creasing tendency on the part of 
depositors to hoard. Matters were 
brought to a head in the banking 
crisis of March, 1933. 


By G. WRIGHT HOFFMAN 


Professor of Insurance in the 
University of Pennsylvania. 


Important Features of the Act 
ESPITE the emergency setting 
of this act, it must be judged in 

the light of permanent legislation. 
This is true for two reasons: (1) that 
the act provides a permanent as well 
as a temporary plan of insurance, and 
(2) that once on the statute books 
laws are rarely repealed. 

The plan set up is comparatively 
simple. A Federal Deposit Insurance 
Corporation is provided to receive 
assessments and pay losses and other- 
wise administer the affairs of failed 
banks. A capital fund is provided 
as a temporary backlog to meet un- 
usual losses. This capital at present 
consists of (1) $150,000,000  sub- 
scribed by the United States Govern- 
ment, and (2) approximately $140,- 
000,000 subscribed by the Federal 
Reserve Banks (being a transfer to 
the Corporation of one-half of their 
accumulated surplus), and (3) ap- 
proximately $30,000,000 raised by an 
assessment on the Fund members. 
This makes a total initial fund of 
about $320,000,000. The Corpora- 
tion is also authorized to issue bonds, 
if found necessary, in an amount not 
to exceed three times its capital. It 


may also levy additional assessments 
upon Fund members under conditions 
which will be outlined at a_ later 
point. 

\ temporary plan of insurance 13 
provided until July 1, 1935. All 
member banks of the Federal Reserve 
System are required to join, and, per- 
mission is granted to all non-member 
state banks to join if they desire and 
are eligible. To be eligible, their sol- 
veucy must be certified to by the 
proper state banking authority, and, 
in addition, they must be examined 
and approved by the Corporation. 

After July 1, 1935, a permanent 
plan will go into force, at which t:me 
the amount of insurance for each de- 
positor of approved member banks 
will be increased to 100 per cent of 
his deposit, if the net amount does not 
exceed $10,000, and “75 per cent of 
the amount, if any, by which such 
net amount exceeds $10,000 but does 
not exceed $50,000; and 50 per cent 
of the amount, if any, by which such 
net amount exceeds $50,000.” As of 
this date, each bank approved by the 
Corporation and continuing in the 
plan will be required to subscribe to 
stock in the Corporation in an amount 
equal to one-half of one per cent of 
its insured deposits. It must also be 
prepared to pay at any future time 
additional assessments in amounts 
equal to one-fourth of one per cent 
of its insured deposits, if found 
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necessary by the Corporation to meet 
claims of depositors of failed banks. 
Since this one-fourth of one per cent 
can be levied as often as needed, this 
feature of the law amounts to un- 
limited assessment. 


As of July 1, 1937, all state banks 
not members of the Federal Reserve 
System must withdraw from the 
plan, and any net balances due re- 
turned to these banks. This pro- 
vision constitutes a leverage to en- 
courage non-member banks to join 
the Federal Reserve System. 

Though the various member banks 
are required to purchase stock in the 
Federal Deposit Insurance Corpora- 
tion, they do not thereby obtain any 
voting privileges. Entire control 
rests with a Board of Directors, con- 
sisting of the Comptroller of the Cur- 
rency and two others appointed by the 
President and confirmed by the Sen- 
ate. At the present time, Mr. Leo 
T. Crowley, one of the appointed 
members, is Chairman of this board 
of three and administrative head of 
the Corporation. 

When a member bank fails, the 
Corporation must proceed to pay de- 
positors the amounts insured up to 
the limits established by law. It 
thereby becomes subrogated to the 
rights of such depositors. It may pro- 
ceed to wind up the affairs of the 
bank, create a new bank to take over 
its affairs, or otherwise handle the 
failure to best advantage. 
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The Law In Operation 
-_ a result of the application of 

this law, somewhere near 50,- 
000,000 accounts are now insured 
More than 95 per cent of these ac- 
counts are insured in their entirety. 
On and after July 1, 1935, the pro- 
portion of accounts wholly insured, 
and the extent of the partial insur- 
ance, will move still closer to 100 per 
cent, since at that time the maximum 
insurance per depositor is substan- 
tially increased. 

More than 92 per cent of the 
licensed commercial banks of this 
country had joined the plan by June 
30 of this year. This 92 per cent has 
deposits in excess of 98 per cent of 
all commercial bank deposits. Though 
National banks and an important 
fraction of state banks were required 
by law to join if they wished to re- 
tain their charters or continue as 
members of the Federal Reserve Sys- 
tem, this was not required of some 
8,700 non-member state banks. Never- 
theless, more than 86 per cent of 
these state banks, in point of num- 
ber, have seen fit to join. These 
facts are set forth in Table 1. 
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Table 1 is of additional interest in 
showing the proportion of total de- 
posits insured. Thus, while all ac- 
counts of National banks are in- 
sured, the upper limit up to July 1, 
1934 was only $2,500 per depositor. 
As previously stated, this limit is 
sufficiently high to completely cover 
more than 95 per cent of all deposit- 
ors, but the less-than-five per cent 
of accounts not totally insured are 
sufficiently large to reduce greatly the 
insured portion of total deposits. For 
National banks, the portion insured 
is less than 35 per cent. For state 
banks, members of the Federal Re- 
serve System, the portion insured 
is less than 25 per cent, indicating 
a somewhat larger proportion of 
large accounts. For state non-member 
banks, the portion insured is rela- 
tively high, being 56 per cent. The 
increase in the insured limit to $5,000, 
beginning July 1, 1935, has increased 
these insured portions somewhat, 
though data are not as yet available 
to indicate the extent of the increase. 

Table 1 relates only to the check- 
ing and savings deposits of licensed 
commercial banks and trust com- 
panies. It does not include private 
banks or mutual savings banks. The 
latter are permitted to participate, if 
they desire and if they are approved, 
but, for various reasons, most of 
these banks do not now belong. The 
mutual savings banks of Massachu- 
setts and New York State have 
formed insurance associations of their 
own under recently enacted state 
laws. In certain other states, the sav- 
ings banks have either withdrawn or 
have been unwilling to join. The mu- 
tual savings banks are few in num- 
ber, located in large part in the North 
Eastern states. They have had in the 





past remarkably few failures. This, 
together with the fact that the act as 
originally passed, and to some extent 
as amended, does not sufficiently take 
account of fundamental differences 
between such banks and commercial 
banks, has resulted in their being out- 
side the plan in large part. 

There are at present, however, 68 
savings banks insured by the Cor- 
poration. Their total deposits amount 
to $1,041,000,000, or roughly 11 per 
cent of the deposits of all mutual sav- 
ings banks in the United States. These 
deposits of $1,041,000,000 in these 
68 banks are insured in exactly the 
same manner as deposits in commer- 
cial banks. While assessments on 
these mutual savings banks are placed 
in a separate Fund for Mutuals out of 
which mutual bank losses are to be 
met, the entire assets of the Corpora- 
tion can also be drawn upon, if 
needed. Since most individual sav- 
ings accounts are small, almost all of 
the accounts, in point of number, are 
insured in their entirety. In amount, 
the insured deposits of these banks 
was approximately $700,000,000 un- 
der the $2,500 limit. At the present 
time, with a $5,000 limit, a still larger 
fraction of their total deposits is in- 
sured. 

To date, 5 losses have been sus- 
tained through bank failures. All of 
the banks were small. The largest, 
located in Pittsburgh, had an insured 
liability of $360,000. One in East 
Peoria, Ill., had an insured liability 
of $120,000; one in Florence, Indiana, 
$66,000; one in Lewisport, Ky., 
$68,000, and one in Lima, Montana, 
$35,000, a total of $650,000. This 
amounts to a cost to each member 
bank belonging to the fund of 5 cents 
per $1,000 of insured deposits over a 

















TABLE 1,—Extent to which commercial banks are now insured through the Federal 
Deposit Insurance Corporation. 
(as of June 30, 1934, unless otherwise indicated ) 
Number Ratio: 
Number of insured 
Commercial banks of insured Total Insured to total 
banks accounts’ Deposits* Deposits deposits 
Members of F.D.L.C. Fund: 

(000 omit) (000 omit) (000 omit) (%) 
| ee Rem | 25,469 $19,896,000 $ 6,139,000' st 
State, members of F.R.S..... 958 9.053 11,117,000 2,592,000" 23' 
State, non-members of F.R.S.. 7,459 12,982 4,746,000 2.637,000' 56' 

Total, members ........... 13,834 47,504 $35,759,000 $11,368,000 32 
Non-members of F.D.I.C. Fund: 
PU csr cccresrabeuetens 1,164 551,000? 
Total, commercial banks. . .14,998 $36,310,000 


(Data from reports of Federal Deposit Insurance Corporation, Washington.) 


1 Estimated. 
2 As of Dec. 31, 1933. 


8 The figures of total deposits, insured deposits, and number of insured accounts shown in this table 


include not only all checking accounts but also all savings accounts of commercial banks. 


ance covers all types of accounts up to the amount specified in the law, if the bank is insured. 


The insur- 











6 month period. This sample should 
not, of course, in any measure be re- 
garded as typical or average loss ex- 
perience. 
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Arguments in Favor of Federal 
Deposit Insurance 

VERY casual examination of 

the comments regarding this 
law will disclose an apparent over- 
whelming opinion against it. This is 
to be expected, in view of the ten- 
dency of our citizens to approve 
privately those economic innovations 
which they favor but to oppose pub- 
licly those which they disfavor. Twc 
arguments deserve mention on the 
“pro” side of the question. The first 
is that, at the time the law was passed, 
this insurance was needed as an 
emergency measure to regain public 
confidence. This is, of course, aside 
from any consideration regarding its 
permanent value. Thoroughgoing 
banking reform was also needed at 
that time, but it was felt by those who 
urged the legislation that a complete 
banking program could not be put 
into effect at once. In the mean- 
time, some plan of guaranteeing de- 
posits was essential. 
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The second argument in defense of 
this plan is the social one that our 
government, representing the entire 
community, is obligated to render ab- 
solutely secure the savings of millions 
of small depositors. In many cases, 
it is argued that these deposits con- 
stitute the only safeguard against 
complete poverty; in many others, 
they represent the modest savings of 
a lifetime. This argument is clearly 
summarized by the Chairman of the 
Board of the F.D.I.C.: “Those who 
question the constructive aspects of a 
program whereby a minimum amount 
of hard earned savings of half the 
population of the country is abso- 
lutely insured fail to comprehend the 
most fundamental aspects of Ameri- 
can society. The insurance of such 
savings which it is the right of every 
man to enjoy is essentially a govern- 
ment function. Just as the consti- 
tution offers every man the protec- 
tion of law and order so should the 
government insure the protection of 
the deposits of the masses.” 


Neither of these arguments, in the 
writer’s opinion, is very conclusive. 
Regarding the matter of banking re- 
form, it may be seriously questioned 





























Whatever Faults the Idea of Insurance of Bank Deposits May Have, the Depositors 
Certainly Feel Better About the Safety of Their Funds. 
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whether the administration could not 
have put into effect, in the spring of 
1933, a program incorporating the 
best banking opinion of today. In- 
stead, a half-way measure was passed, 
with insurance thrown in to bridge 
the obvious gaps. To the statement 
that protection of deposits is a gov- 
ernmental function, one is inclined to 
ask, “What elements of our national 
economy are not governmental func- 
tions ?” During the three years of out- 
standing bank failures, loss to de- 
positors averaged approximately 
$365,000,000 annually. But losses 
from the fraudulent sale of securities, 
mostly to gullible people of modest 
means, averaged a billion dollars per 
year for these three years, not to 
mention losses from well-intentioned 
purchases of reputable securities. 
Should these losses also be insured ? 
It may be seriously questioned 
whether the class of people losing 
bank deposits is any farther down the 
financial ladder than those “investing” 
in securities. Obviously, the funda- 
mental solution to both of these prob- 
lems is thorough purging from the in- 
side, 
e® @ @ 

The Arguments Against the Plan 

IVE points deserve considera- 

tion when presenting the other 
side of the picture. The first is that 
the plan serves only to postpone per- 
manent banking reform. There is 
doubtless a measure of truth in this 
thought, particularly considered in 
retrospect. Regarding the future, 
however, banks which oppose insur- 
ance have every incentive to prove 
their sincerity by advancing the cause 
of reform. And if other far more 
important obstacles can be overcome, 
there is little reason to believe that in- 
surance will be a material hindrance. 

Particular criticism by the banks is 
levied against the unlimited liability 
feature of the act. This is certainly 
a valid criticism. Some upper limit, 
such as two per cent of deposit lia- 
bility, should be definitely fixed, and 
the law amended to permit such limit, 
with provision for the building up of 
a sizeable reserve. 

Because “the weak bank gets the 
same insurance as the strong one,” 
and “the bad risk pays no more for 
its insurance than the good one,” it is 
claimed that this plan is destined to 
minimize responsibility in the man- 
agement of many banks. This sounds 
logical, but it is probably not as 
serious as claimed. All forms of in- 
surance face this same problem. Ob- 
viously, the weak banker has his cap- 
ital at stake as well as his livelihood 
and reputation if he chooses to be 
careless. Adequate bank examina- 
tion is a further restraint to reck- 
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lessness. In addition, it would seem 
advisable to develop a rating system 
which would at least recognize certain 
fundamental differences between 
banks. With respect to individual 
banks, annual assessments could be 
graded according to the ratio of capi- 
tal funds to total deposit liability, 
with some account taken of the ab- 
solute size of the capital fund. Fur- 
ther, it might be found desirable to 
make a few broad_ geographical 
graduations by districts and by size 
of city. A clear recognition of varia- 
tions in risk reflected in assessments 
should serve to encourage conserva- 
tive banking policy. 

It is asserted that the plan will fail 
in a real test. Witness the failures 
of guarantee of bank deposits in 8 
western states. Witness also the ava- 
lanche of bank failures during the 
years from 1930 to 1933. The point 
is not proved from these facts, how- 
ever. There is no necessary connec- 
tion between a federal project well- 
managed and a state project poorly- 
managed. Nor is it necessary to as 
sume that we must look forward 
to another banking stampede com 
parable to the one just passed. It is, 
of course, entirely possible for politics 
and poor management to wreck the 
federal plan, and it is also possible 
for banks to fail again en masse. But, 
should these things happen, they are 
likely to be a by-product of a general 
crumbling of the political and finan 
cial structure in this country. 

It is argued that this insurance 1s 
an undue burden upon the banks. A 
study of bank failures recently pre 
pared for the Association of Reserve 
City Bankers shows that, for the 9 
year period 1921-1929, average an 
nual losses to depositors of failed 
banks were 60 million dollars, with 
the maximum for any one year 86 
million. These are certainly large 
enough estimates to assume for the 
future; yet in proportion to active 
deposits they amount to only 14/100 
of one per cent per year for complete 
insurance. For the maximum year, 
they were only 19/100 of one per 
cent. Assuming, however, that the 
banks can meet this annual obligation. 
it is not socially desirable that they 
should do so. A premium charge 
sufficient to cover the insurance and 
in time build up an adequate reserve 
should be levied against each deposit 
account to be collected through the 
banks. It might amount to 20 cents 
per $100 of average deposits with a 
minimum charge of $1.00. 


Summary 
To sum up: As an emergency 
measure, deposit insurance seems 
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justified as a governmental under- 
taking. As a permanent measure, it 
should be a private undertaking, per- 
haps under the direction of the banks, 
with premiums paid by the depositors, 
limited bank assessments for varia- 
tions in risk between banks, and ade- 
quate reserves. There does not seem 
to be any inherent reason why such 
insurance cannot be successfully ap- 
plied. There is at the present time a 
real need for it. The question of 
whether it is necessary under a unified 
and apparently sound national bank- 
ing system may be raised, and pos- 
sibly may be answered when and as 
we have such a system in this country. 


Active Industries 


THAT THINGS ARE LOOKING UP, IN 
SOME LINES, AT LEAST, IS INDICATED 
by Warren Beecher, in the Magazine 
of Wall Street, who compares em- 
ployment as of July, 1934, in a num- 
ber of industries with employment in 
these same industries as given in the 
1930 census figures. His figures fol- 


low: 
Employment Over 100 Per Cent 
a eee 105 
DO cet ddeaneo eae eee 297 
| eae ee 101 
BRP re ce orate .116 
eee ore ree .189 
| 8 Sa ene eio 104 
MUMEINES Gauw'o. so-so pixie oid ocacnees 112 


(These comparisons do not include 
radio manufacturing, which is at 150 
per cent, and air-conditioning appara- 
tus, which is at 200 per cent.) 


Employment Over 90 Per Cent 


a Ee ee es eae Ver 99 
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PUMROMODNES. 2... 6 occ ccccvwcnecs 98 
Employment Over 80 Per Cent 
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New Book on Annuities 


TODAY NEARLY EVERYBODY WANTS 
TO KNOW NEARLY EVERYTHING ABOUT 
how to provide for the future. A few 
years ago nearly everybody knew 
nearly nothing about annuities, and 
seemingly cared less than that. Those 
were days when we all made such a 
great deal of money between the 
opening and closing of the stock ex 
change that there didn’t seem to be 
much use thinking of what we would 
he doing thirty years hence. Happy 
days were here forever. 

Things have changed ina few short 
years. Now we are a worried people 





wondering what we shall be living on 
when we are as old as “Mrs. Brown’s 
folks” next door. 

One doesn’t have to be a 100 per 
cent “rugged individualist” to believe 
that the dole or “relief” won’t do, 
nor a suspicious cynic to believe that 
a brokerage or a bank account won’t 
answer, nor a misanthropist to be- 
lieve that government “old age pen- 
sions” are a doubtful remedy. 

In a book called “What Everybody 
Wants to Know About Annuities,” 
by G. W. Fitch, the facts are given 
readably and logically enough to con- 
vince even a skeptic that one real 
solution of the problem is through 
annuities purchased from our great 
life insurance companies. Annuities 
may be purchased to fit every need 
and every income, and if a person 
comes into a sudden windfall, buying 
a single payment annuity will make it 
worth something to him. You can’t 
fail to get your money’s value if what 
you are after is security in old age. 

The jacket of the book contains 
the sentence, “It tells you about a 
new way to provide for yourself and 
your family.” Annuities are not new, 
by any means, and it is probable that 
the author did not write this sentence. 
The British especially have known of 
their value since very early times, 
and, surprising as it may seem, one 
of the leading American life com- 
panies has written them for seventy 
years, though without any publicity 
until recent years. 

The book gives our life insurance 
companies their deserved due, and 
makes fast, interesting, and valuable 
reading. Published by Alfred A. 
Knopf, New York, $2.00. 


Forest Insurance Study 
Completed On Coast 
(Continued from Page 10) 


contract requirements, and other of 
the characteristics peculiar to the in- 
surance business. No evidence could 
be discerned of difficulties greater 
than some of those that both the in- 
surance business and the timber busi- 
ness have already encountered and 
surmounted, 

The study concludes that there is 
no real reason why forest fire insur- 
ance should not operate successfully 
when, as, and if the owners of forest 
properties really desire the cover in 
sufficient volume and spread to fulfill 
the requirements of sound underwrit- 
ing. It appears that the carriers will 
he justified in meeting them on the 
ground of equitable rates and policy 
terms the moment such a situation 
develops. 
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Management Problems of Farm 
Fire Insurance Mutuals 


Excerpts from an address bejore the Recent Group 
Meeting on Management Problems, American 
Institute of Cooperation. 


By V. N. VALGREN 


SENIOR AGRICULTURAL 


Economist, 


UNITED STATES 


DEPARTMENT OF AGRICULTURE. 


NSURANCE companies in this 
country properly classed as farm 
fire insurance mutuals now num- 

ber about 1,900. They have a total 
insurance in force amounting to ap- 
proximately $10,000,000,000. About 
55 per cent of all farm property that 
is insurable against fire is covered by 
this insurance, to about three-fourths 
of its value. A substantial amount of 
additional farm property is insured in 
what are often called. general mutual 
fire insurance companies that do a 
mixed urban and rural business. 
Farm mutuals in the United States, 
as is well known, were antedated by 
urban mutuals. Yet the oldest of 
the farm fire insurance mutuals are 
well past the century mark, and nearly 
half of these companies have been in 
business for 50 years or more. Farm- 
ers’ mutual fire insurance, therefore, 
is one of the oldest forms of rural 
cooperation in the United States, and 
it is today quite certainly the most 
widespread form of such cooperation. 
It has the further distinction of hav- 
ing taken root and developed spon- 
taneously among the farmers them- 
selves, without governmental assist- 
ance aside from premissive state 
laws. Until quite recently it had little 
or no national recognition of any 
kind. : 
e® @ @ 


Avoidance or Elimination of 
Bad Risks 
MONG the first and most impor- 
tant problems in the manage- 
ment of a mutual fire insurance com- 
pany is that of maintaining reasonable 
standards for membership and for 
risks. These two standards are closely 
interwoven. Fires originate quite as 
often from bad and careless human 


actions as they do from physical haz- 
ards involving natural forces and 
agencies. A dishonest or grossly 
careless person has no place in a mu- 
tual fire insurance company, and due 
care must be exercised by the man- 
agement that the application of such 
a person is rejected; or, if he is al- 
ready in, that he is eliminated from 
the membership. Such action not only 
is necessary to guard the company 
against needless losses and difficulties 
in adjustment of losses, but it also is 
consistent with social welfare. The 
way of the wilful transgressor must 
be made hard, instead of being made 
easy, if the number of such persons 
in society is to be kept at a minimum. 

Having checked up the qualifica- 
tions of the applicant himself, the 
property that he offers for insurance 
should next be given consideration. 
The removal of needless hazards, if 
they are found to exist, should be 
made a condition to the insurance 
going into effect. This requires a 
careful inspection of the property be- 
fore insurance thereon is granted. 
To make sure that the property is 
maintained in accordance with reason- 
able standards of safety, a thorough 
reinspection of risks is needed at rea- 
sonable intervals. I shall not attempt 
at this time to go into details either 
as to the demonstrated value of in- 
spection or the methods to be em- 
ployed. Experience has amply dem- 
onstrated, however, that a dollar well 
spent for inspection will on the av- 
erage save many dollars in reduced 
losses. 
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Over-Insurance and Under-Insurance 


N order that a company be of 
maximum service to its members, 





it seems necessary that those who suf- 
fer unavoidable loss shall be indem- 
nified for such loss as completely as 
practicable. Experience shows, how- 
ever, that it is not possible to insure 
at full estimated value without in- 
curring a bad moral hazard in a suf- 
ficient number of instances to affect 
materially the loss experience of the 
company. 

Allowance must be made in the 
first place for possible faulty ap- 
praisal, and in the second place for 
possible changes in market value dur- 
ing the policy term. If insurance is 
written for full estimated value, or 
for an amount closely approaching 
such value, it will necessarily happen 
in many cases that the building or 
other subject of insurance will be- 
come overinsured, thus making it to 
the financial advantage of the owner 
that a “loss” should occur. Under 
such circumstances the motive of self- 
interest in the protection of the in- 
sured property has been removed, 
and, instead, a temptation to bring 
about the destruction of the prop- 
erty has been created. Although few 
if any of the members of a well and 
carefully managed mutual are likely 
to yield to a temptation of gain by 
criminal means, even under economic 
stress, which frequently accompanies 
a drop in values, certain members at 
least are likely to relax in their care 
and vigilance against fire dangers 
when the loss of insured property 
means a personal gain rather than a 
personal loss to them. 

The honest and conscientious in- 
sured is doubtless better off to have 
protection up to about three-fourths 
or even two-thirds of the value of his 
property at a moderate cost, than to 
have full protection with unduly high 
insurance costs occasioned by need- 
less or criminal fires on the part of a 
certain few. Furthermore, from a 
national standpoint, all fire losses 
represent so much diminution in na- 
tional wealth regardless of insurance 
indemnities. For sound and satisfac- 
tory results, both from the point of 
view of the individual and the nation, 
fire insurance must be written in such 
amounts only as will at all times leave 
the owners of the insured property 
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directly and personally interested in 
avoiding loss. 


In this connection, it should be em- 
phasized that the proper insurable 
value of a building cannot always be 
arrived at by the usual methods based 
on cost of reconstruction with suit- 
able allowance for depreciation or 
the present condition of the building. 
It is use-value to the owner, rather 
than reconstruction cost, which de- 
termines the ultimate measure of in- 
surable value. Unless a building is so 
adapted to its present use that in case 
of loss it would be rebuilt in essen- 
tially present form, appraisal based on 
reconstruction cost is likely to give a 
figure in excess of the use value to 
the owner. Although an opposite con- 
dition is more often found, it not in- 
frequently happens that farms have 
been overbuilt, and that the present 
owners would be better served with 
smaller and less costly buildings. In 
all such cases value in use to the 
owners, as well as reconstruction cost, 
must be taken into consideration in 
the appraisal and in determining the 
amount of insurance that can be 
granted without incurring a possible 
moral hazard. 
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HE danger of over-insurance ap- 

plies more especially to build- 
ings, which, as a general practice, are 
separately enumerated and described, 
with a stipulated amount of insurance 
applying to each one. In the case of 
personal property, and_ particularly 
that of livestock, which is usually in- 
sured in groups or classes without any 
stipulated amount applying on a given 
article or unit, under-insurance is a 
more serious problem than over-in- 
surance. Here the individual article 
or animal is rarely insured for a stip- 
ulated amount, but is covered by a 
sum applying to all the articles, or all 
the animals, belonging in a class or 
group, as, for example, household 
goods, farm implements, horses and 
cattle. Some companies have even 
covered all personal property in a sin- 
gle sum without dividing it into 
classes or groups. This, as I see it, 
is a serious error. 

A farm building once on_ fire 
usually gives rise to a total loss, and 
the insured naturally expects as in- 
demnity the full amount of insurance 
on such building. That all the farm 
implements, all the hay and grain, all 
the horses, or all the cattle should be 
lost by a single fire is a more remote 
contingency. That all the personal 
property on the farm should be lost 
by a single fire is scarcely a possibility, 
except perhaps in localities where the 
various farm buildings are literally 
connected with one another. Typ- 
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ically, the farmer is inclined to dis- 
regard the possibility of total loss of 
personal property by a single fire and 
feels adequately protected if he has 
sufficient insurance to cover a partial 
loss. More especially is this true with 
regard to his livestock. 

Many mutuals have in recent years 
materially increased their volume of 
insurance in force and lowered the 
rate of their annual assessments by 
making their insurance more specific, 
or, in other words, by insisting that 
each member carry a_ stipulated 
amount on each class or group of per- 
sonal property instead of permitting 
such property to be blanketed under 
a single sum of insurance. 

Such a plan, however, is only a 
partial safeguard against the tempta- 
tion grossly to underinsure larger 
groups of livestock. For most parts 
of the country, the chief danger to 
livestock is from lightning rather than 
from fire. During a greater part of 
the year cattle are in the pasture or 
in the open fields. Even the horses or 
mules are exposed to possible fire loss 
materially less than half of the time 
on the typical farm. When in the 
pasture or fields, lightning is the only 
hazard to animals covered by this in- 
surance, but lightning rarelv kills 
more than one animal at a time. The 
loss of a number of animals by a 
single lightning stroke is by no means 
unknown, but it is sufficiently infre- 
quent to tend to be disregarded. 

For these reasons the person with 
a herd of a score or more animals 
will in many cases apply for an 
amount of insurance representing a 
small part of the value of his herd. 
In the absence of some special pro- 
vision in the company’s policy or by- 
laws, the insured will be indemnified 
for any animal or animals lost within 
the limits of insurance carried on the 
herd. In fact, a man with 30 head of 
cattle may largely cover his probable 
losses with no more insurance than is 
properly carried by a neighbor who 
owns 2 or 3 head. Yet the former is 
on the average about 10 times as likely 
to present the company with a loss. 
This leads to grave injustice in the in- 
surance charges as between different 





members and at the same time dis- 
credits the company by making its 
cost appear unduly heavy in propor- 
tion to its volume of insurance. 


Special Livestock Provision 

S a further safeguard against the 

taking of unfair advantage of 
the company by owners of larger 
groups of livestock, some mutuals are 
applying the well known coinsurance 
principle to this class of property. 
Other companies are using a so-called 
prorating clause which limits the com- 
pany’s liability on any one head of 
stock to an amount equal to the in- 
surance on the group divided by the 
rumber of animals in the group at the 
time of loss. 


Of these two plans, the coinsurance 
provision, under which the liability of 
the company is limited to such part of 
the loss as the insurance carried the 
group of animals bears to the value of 
the group, is somewhat more elastic 
and more equitable. It is, however, 
rather difficult for the average insured 
to understand. The prorating plan 
is simple enough, but. it is a bit too 
rigid and fails to allow for differences 
in the value of individual animals 
within the group. 

As a substitute for these provisions 
the writer has recently proposed a 
plan that couples the essential sim- 
plicity of the prorating plan with the 
greater elasticity of the coinsurance 
plan. This plan may be embodied in 
a policy or by-law provision reading 
substantially as follows: 

“Livestock not insured on an individual 
basis may be insured as groups or classes 
of animals, and in such case a stipulated 
amount of insurance shall be placed on 
each group or class of such animals. In 
case of loss of an animal in an insured 
group or class, the indemnity shall not ex- 
ceed the value of the animal at the time 
of loss; nor shall it exceed by more than 
one-third (14) the insurance on the group 
or class divided by the number of animals 
in the group or class at the time of loss: 
Provided, that, in applying this latter limit, 
horses and mules under one year of age, 
cattle under one year of age, pigs under 
four months of age, and sheep under three 
months of age, shall in each case be 
counted as only half an animal unit in 
arriving at the number of animals in the 
group or class at the time of loss.” 

The provision can, of course, be 
broadened, if desired, to include also 
chickens or any other class of farm 
animals. Should additional elasticity 
in the maximum indemnity be desired 
by a company, the “1/3” variance 
from the average as here suggested 
could, of course, be increased to “14.” 
Even with this change,.the provision 
would still make it impossible for an 
insured to collect full value for a 
lost animal unless he carried a rea- 
sonable amount of insurance on the 











group of which the animal was a part, 
and paid his equitable part of the 
cost of insurance. Being readily 
understood and at the same time 
reasonably elastic, such a provision 
would have, as I see it, the adv antage 
of both the prorating and the coinsur- 
ance plans as hitherto used, with the 
disadvantages of neither. 


Classification of Risks 
CLASSIFICATION of farm 
risks for premium or assessment 

purposes is required both by justice 
and by expediency. To charge the 
same rate, for example, on a well- 
constructed dwelling, even when built 
of stone or brick with a roof of fire- 
resistive material and _ protected 
against lightning, as is charged on an 
unprotected frame barn with its read- 
ily ignited hay and straw contents, is 
to disregard important differences in 
the fire hazard involved. No classi- 
fication or rating plan ever devised 
will give perfect justice as between 
the owners of different risks, but a 
reasonable approach to an equitable 
distribution of insurance costs can 
readily be made. 


The closer approach to justice made 
possible by a classification or rating 
plan safeguards a company against 
dangerous competition for its more 
desirable risks. It also encourages the 
improvement of risks and the general 
lowering of the fire waste as well as 
the annual insurance costs. The all- 
one-rate plan neither rewards nor en- 
courages better construction and the 
application of available safeguards 
against fire dangers. 

By charging an initial premium or 
assessment at the time of writing the 
insurance, proportional to the fire haz- 
ard as reflected in classified rates, and 
then basing future assessments on the 
initial charges, a classification of risks 
adds little if anything to the clerical 
work of the secretary. In fact, if the 
initial charges are so adjusted as to 
cover one year’s average cost of in- 
surance, the assessment may often be 
made the exact equivalent of the 
initial charges, thus obviating all cal- 
culation in arriving at the amount to 
be collected from each member. In 
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any case, the initial charge received 
and recorded when the policy is writ- 
ten constitutes as convenient an 
assessment basis as does the amount 
of insurance carried. 

Time does not permit specific or 
detailed suggestions for classifying 
farm risks. Such suggestions have 
been outlined in Department of Agri- 
culture bulletins and these may be 
obtained without cost upon request to 
the department. 

eee 

Advance or Post-Loss Assessments 

ANY of the farm mutuals have 

continued the practice, adopted 
when they were first organized as 
small community concerns, of what 
may be called post-loss assessments. 
Little, if anything, more than the 
policy fee is collected by such farm 
mutuals at the time the insurance is 
written. In some of the very small 
companies an assessment is made 
after each material loss. More gen- 
erally the post-loss assessment com- 
panies, by reason of increased mem- 
bership, have found this to be im- 
practicable, and have adopted the 
practice of deferring assessments by 
borrowing the money for the payment 
of losses as they occur, and then 
assessing once or perhaps twice a year 
to pay for the cumulated losses, or 
rather the indebtedness incurred in 
caring for such losses. This literal 
hand-to-mouth plan, or in its modified 
form, this in-and-out-of-debt plan, 
worked fairly well when farm condi- 
tions were reasonably prosperous and 
rural banks could be relied upon to 
finance the business of such mutuals. 

Even under normal conditions the 
post-loss assessment plan has certain 
weaknesses, however, and these have 
become particularly conspicuous dur- 
ing the prolonged depression in which 
agriculture has found itself since the 
World War and particularly since 
1929. In fact, in many locali- 
ties this post-loss assessment 
plan has been found literally 
impracticable in view of the 
failures of local banks and the 
impossibility of borrowing as 
funds are needed. 
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In any case, the post-loss assess- 
ment plan seems to me to be based 
on fallacious reasoning to the effect 
that the insured owes nothing until 
the company has suffered losses. His 
protection takes effect from the date 
of his policy and not from the date 
that a loss occurs among the members. 
In effect, therefore, the post-loss 
assessment company is selling its 
services on a deferred payment plan, 
and operates in part as a credit insti- 
tution. Any interest paid by the com- 
pany on money borrowed to pay 
losses as they occur pending the col- 
lection of an assessment is not a true 
insurance cost, but rather a cost of ex- 
tending credit to its members. By 
whatever amount such interest pay- 
ments increase, the apparent cost of 
insurance to the members the com- 
pany is unfairly handicapped when its 
insurance costs are compared with 
companies that extend no such credit 
to their members. 

A better and safer plan under all 
conditions, and happily one that dur- 
ing the past score of years or more 
has gained increasing adherence 
among farmers’ mutuals assessment 
companies, is that of collecting a 
year’s estimated cost of insurance as 
an advance assessment when a mem- 
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ber enters, and then continuing to 
assess annually in advance during the 
policy term. This practically elimi- 
nates all credit transactions. 

The advance assessment plan has 
certain other advantages over the 
post-loss assessment plan in addition 
to that of enabling the company to 
operate on its own funds instead of 
on borrowed money which may or 
may not be available when needed. 
Under the advance assessment plan a 
member who leaves the company’s 
territory will have paid at least in ap- 
proximate amount the cost of the 
protection he has received. Un- 
pleasant quarrels with disgruntled 
members over the payment for past 
protection are obviated, and losses due 
to failure to collect assessments are 
largely avoided. This plan also lends 
itself to the building up of a proper 
surplus or reserve by the making of 
a reasonable allowance for this pur- 
pose in the assessment rate. 

Unfortunately, in some of our 
states, the laws governing farm mu- 
tuals practically prescribe the post- 
loss assessment plan. In all such states 
the laws should in my opinion be 
properly amended at the earliest pos- 
sible date. 

ee @ ®@ 


Surplus or Reserves 

ITH the advance assessment 

plan for farm mutuals, as I see 
it, should always be coupled the plan 
of building up and keeping on hand 
reasonable emergency reserves. Such 
reserves in the case of farm fire in- 
surance mutuals operating in typical 
farm territory, where no conflagra- 
tion hazard is present, need not be 
and in my opinion should not be un- 
duly large. The amount of the 
reserves should properly increase 
with the size of the company but such 
increase need not be proportional to 
the increased volume of risks. For 
smaller farm assessment mutuals with 
less than a million of outstanding in- 
surance, a reserve or surplus large 
enough to care for two or three of 
its larger individual risks, or rather 
its net retentions on such risks, may 
be suggested. For mutuals of this 
type with one to five millions of risks, 
two-and-one-half to three times the 
normal annual expenditures may be a 
reasonable goal. For such mutuals 
with five to ten millions of risks, a 
surplus equal to about two times the 
average annual expenditures for loss- 
es and operating costs should be 
ample. For those with total risks in 
excess of ten millions, a sum equaling 
one year’s average outlay may be con- 
sidered adequate to smooth out any 
unexpected increase in insurance costs 
during a given vear, without depleting 
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the surplus fund and without making 
necessary any large increase in the 
assessment rate. These are suggested 
as goals to work toward and not as 
something that can be attained on 
short notice by farm mutuals that 
have hitherto relied on _ post-loss 
assessments. 

These sums in order properly to be 
considered as reserves or surplus 
should be on hand prior to the levying 
of the annual assessment which is in- 
tended normally to take care of the 
next year’s cost of insurance. Quite 
a number of the farm mutuals have 
such reserves and a few have larger 
reserves than seem to me necessary. 
In making these statements I have in 
mind only farm mutuals that limit 
themselves to insurance against fire 
and lightning. Companies that in- 
clude in their coverage also wind- 
storm have quite a different problem, 
particularly if their risks are all 
located in one or only a few counties. 
Township or single-county mutuals 
should, in my opinion, never attempt 
to carry windstorm insurance, unless 
they are well protected with reinsur- 
ance. The larger fire risks of local 
farm mutuals should also be in part 
reinsured, if facilities for such rein- 
surance are available, and if the state 
law permits reinsurance, as it should 
do. 

The surplus or reserve of a farm 
mutual should be invested with special 
regard to its safety and its ready 
availability when needed. Yield on 
the investment merits serious con- 
sideration, of course, but should not 
be sought at the expense of safety 
and ready convertibility into cash 


when needed. 








Management of the Management 


HE biggest single problem of 

mutual insurance companies, as 
of all other organizations, is the 
selecting and the keeping of good 
managers, although the title of “man- 
ager” is rarely used. The real man- 
ager of a farmers’ mutual fire insur- 
ance company is usually the secretary 
of the company, although in a few 
cases the official with the title of 
president is the active and responsible 
manager of the company. The con- 
centration of power and responsibility 
as to all details of operation in one 
official of the company does not mean 
that the other officials or the members 
of the board of directors should be 
mere figureheads. All broader ques- 
tions or plans should be agreed upon 
and prescribed by the board of di- 
rectors which usually includes the 
officers. But, in carrying out the 
plans and program agreed upon, a 
single official should have active and 
responsible charge, and upon him will 
depend very largely the success of the 
company. 

Sound plans and programs, and 
well considered organization-and- 
business forms and prescribed prac- 
tices, are highly important. But no 
less important is a sound and _ busi- 
nesslike administration of the every- 
day affairs of the company, under the 
rules and practices that have been 
determined upon by the board. 


N closing I should like to stress 

my conviction that a farmers’ 
mutual insurance company, like any 
other cooperative enterprise, can 
achieve enduring success only if it is 
composed of members who are hon- 
est and loyal and who actively co- 
operate in the common interest of 
themselves and their fellow members. 
All cooperatives, however, require 
leadership, and the wise selection of 
management leadership is the biggest 
single problem in mutual or coopera- 
tive insurance, as in other group en- 
terprises. Leaders thus honored and 
entrusted with management responsi- 
bilities must in turn strive to main- 
tain and quicken the cooperative 
spirit by using all available means to 
keep the members well informed as to 
the affairs and the problems of the 
organization, and by constantly re- 
minding them that these affairs and 
these problems are theirs, since the 
organization belongs to them. 


| The Journal of American Insurance 
|| will bring you authoritative articles on | 


a variety of subjects every month... 
$2.50 per year. 
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“BUNK OF THE MONTH” 


A MODERN instance of a blind teacher trying to lead others into the light 
is furnished by the pamphlet, ‘Mutual Insurance,’ selected for Bunk of the 


Month treatment below. 


This piece of stock insurance propaganda is a refinement of absurdities. 
It is pompously founded on so-called ‘legal authority,’ but the cases. cited 
are as ineffective to prove the various points made as are the citations in 


"A Short Study of Mutual Insurance,’ 


' which received the attention of this 


department some months ago. It is notable that a number of the same cases 


are used in both of these pamphlets. 


lr ANY ATTORNEY SHOULD WANT AN AMUSING EXPERIENCE, HE May 
Have Ir By ExpLorinc THE BLIND Traits IN THE FOLLOWING: 


Mutual Insurance 
By A Stock Agent 
(The Italics Are Ours) 


ERE are some court decisions 

in support of your arguments 

against mutual and reciprocal 
insurance. Ask holders of such con- 
tracts to consult their attorneys for 
verification of these points. 

(1) A receiver of a mutual may levy 
assessment for any amount nece. sary 
to wind up its affairs regardless of 
whether the policy stipulates that 
only one annual premium may be 
collected by assessment. 

Iron City Mutual vs. J. G. Cona- 
barg (Blair Co., Pa. Court). 

(2) Solvent members are liable for all 
claims, there being no limit in case 
of solvency. 

Auto Insurance Exchange vs. 
Bethell Bus Co. (Washington No. 
21555 En Banc. 1928). 

(3) An insolvent mutual insurance com- 

pany cannot release its members 

from liability without actual pay- 
ment of all its obligations. 
Doane vs. Milville Mutual 

Co. (11 At. Rep. 739). 

Sands vs. Hill (42 Barb 561). 
Commonwealth vs. Insurance Co. 

(112 Mass. 116). 
3urke vs. Smith 

S.) 395). 

Members 

through an 

company. 
Receiver vs. Thomas Berry (51 

Mich. 278). 

Doane vs. Milville Mutual (43 N. 

J. Eq. 522). 

(5) Members are individually liable for 

entire amount of Company’s deficit. 

Ins. Comm. of Mich., Receiver of 
U. S. Mutual vs. Curry & Parrish. 
Sands vs. Bontwell (26 N.U. 233). 
Stockley vs. Hartley (12 Pa. 628). 

Solvent numbers of a defunct recip- 

rocal are liable for all claims. 


Ins. 


(116 Wall (U. 


(4 liability 


with the 


cannot avoid 
arrangement 


~— 
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Ins. Comm. vs. Bethell Bus Co. 
(Wash. Supreme Court reports). 
(7) Reciprocal policyholders may be 


sued without notice under author- 
ity of power-of-attorney signed. 

Receiver vs. Conabarg (Blair Co., 
Pa. Court). 


(8) Loss of a policy cannot be set off 
against assessments when company 
is insolvent. 

17 Penn. Superior Court Reports 
—P. 8. 

(9) Cancelling and paying assessments 
for losses will not preclude receiver 
from suing for assessments to make 
up a deliciency. 

82 N/W Reports 515; 82 N/W 
Reports 523. 
ee @ ® 


Hk first piece of effrontery 

which meets the eye in the 

above quotation from an anti- 
mutual propaganda pamphlet is the 
advice given to holders of mutual 
contracts to “consult their attorneys 
for verification of these points,” 
meaning the criticisms of mutual in- 
surance stated by the author of the 
leaflet. So far as there being any 
direct connection of the cases cited 
with problems applicable to current 
mutual insurance, it would be as logi- 
cal to take the same cases and make 
a blanket statement that they apply 
to any other business. Practically all of 
the opinions referred to in the argu- 
ment are both old and obscure, and 
deal with the type of mutual com- 
pany which is no longer engaged in 
the general writing business, if in- 
deed any of them were entered in 
that field at all. Any prospective 
buyer of insurance who has the ad- 
vice thrown at him to consult his 
attorney might reasonably ask the 
stock agent who uttered the challenge 
to produce a few of these cited cases 
himself, accompanied by a statement 
by an attorney well-recognized in the 
prospect’s own community that the 
applications made to mutual insurance 
are correct. 

On analysis of various leaflets of 
similar character, it is apparent that 
some single, central stock company 
bureau or organization has furnished 
the groundwork material. It is also 
easily seen that the copy has been 
prepared by persons who are either 
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unfamiliar with the methods of legal 
argument, or deliberately seeking to 
mislead the reader. Most of the.n are 
unsigned, and thus can have no ethi- 
cal standing, although a few agents 
who do not know what deep water 
they are getting into quote the ma- 
terial as their own and hope that 
their prospects will not call their 
knowledge to question. 


ET us take a look at the first 

statement in the pamphlet, which 
says that “A receiver of a mutual 
may levy assessment for any amount 
necessary to wind up its affairs re- 
gardless of whether the policy stipu- 
lates that only one annual premium 
may be collected by assessment.” The 
supporting citation is Iron City Mu- 
tual v. J. G. Conabarg (Blair County 
Pa. 2.) 

No indication is given concerning 
where the case may be found. Asa 
matter of fact, it is one of the com- 
mon or garden variety of obscure 
lower court decisions from which the 
stock company propagandists fre- 
quently try to squeeze a little comfort. 
The average attorney probably would 
not be able to find it at all, and cer- 
tainly it would never be found in any 
intelligent brief entered as a court 
document. 


But if one takes the time to look 
far enough, the case may be dragged 
out from a dusty old book showing 
the following statement of facts: 

The Iron City Mutual was placed 
in receivership in 1897. The company 
was purely an assessment organiza- 
tion, and had no power to write other 
than assessment policies. No cash 
was paid in as a premium, but the 
company levied assessments as needed 
to ‘pay losses and expenses. [rior to 
receivership, agents of the company 
sold policies by fraudulently promis- 
ing that in the aggregate the assess- 
ments would not total more than a 
given sum. Ih some instances, they 
placed such a notation on the policy. 
What really was involved was the 
question of whether an agent had the 
power to bind the company to some- 
thing which was not in the contract. 
The very same query would arise if 
a stock company agent attempted to 
vary the terms of a policy. The fact 
that the argument was, in this in- 
stance, over an assessment had noth- 
ing to do with the fundamentals of 
the case. We venture to say that 
some attorney hired by a stock com- 
pany group on a_ year-round basis 
must have unearthed this citation in 
the course of a general search every- 
where to find any possible reference 
to assessments in any sort of an opin- 
ion which could be twisted against the 











20 


mutuals. No local stock agent whom 
we have ever run across would want 
to bear the high cost of such a 
search, even if he figured he could 
take the chance of being confronted 
with a demand for an explanation of 
his spurious reasoning. 
eee 

as wind up all this, the present- 

day general writing mutual com- 
panies most emphatically do limit the 
assessment liability of their policy- 
holders, and their right to do so has 
been tested by tribunals as high as 
the United States Supreme Court. 
Does it not seem a little odd that an 
attorney searching for the truth about 
mutual assessments would not have 
run across the case of Union Ins, Co. 
v. Hoge, 21 How. 35, which, having 
been decided by the highest court in 
the land, necessarily must be regarded 
by either friend or foe of mutual in- 
surance as the number one case bear- 
ing on the subject? This would seem 
to settle for all time that, in the ab- 
sence of any prohibitory state statute, 
mutual companies may definitely limit 
assessment liability. Beyond _ this, 
there are forty-three states which by 
their statutes require that general 
writing mutual companies so limit 
their assessment liability. In the re- 
maining five states, mutuals may lirnit 
the liability by proper charter, by- 
law, and policy provisions. The gen- 
eral rule is well-stated in 3 Couch on 
Insurance, Sev. 593, as follows: 

“The liability of members of mu- 
tual companies for assessments must 
depend upon the contract provisions, 
including as a general rule, charter 
provisions and by-laws, and any ap- 
plicable statutory provision.” 

The above quotation is more com- 
plete but basically identical with the 
rule given in an older standard work, 
3 Joyce on Insurance, Sec. 1253. 
Further quoting from 3 Couch, Sec. 
588, it is stated: 

“The plan of organization of mutual 
insurance companies may, and does 
necessarily, affect the character of the 
assessment as well as its amount.” 


We may say that if the stock agent 
wants a real mouthful of decisions 
which are absolutely in point, let him 
look up: Union Ins. Co., v. Hoge, 21 
How. 35, 16 L. Ed. 61; Maygatt v. 
N. Y. Protection Ins. Co., 21 N. Y. 
52; Spruance v. Farmers & Mer- 
chants Ins. Co., 9 Colo. 73; Beaver 
State Ins. Assoc. v. Smith (1920) 
97 Ore. 579, 192 Pac. 798. These 
are all favorable to the mutual con- 
tention, and need no archeological 
exploration to uncover, for they will 
be found in any up-to-date legal 
library. 

. eee 


ASSING along to the reference 
to a receiver winding up the af- 
fairs of a mutual company: such a 
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receiver’s only powers and duties are 
in general the same as those held by 
the receiver for any kind of a cor- 
poration. He is appointed by the 
court to assemble assets under the 
court’s direction and, naturally, when 
a part of the assets are contracts by 
policyholders to pay assessments, the 
receiver will proceed to try to collect 
them. Nevertheless he will be subject 
to the rule stated in 5 Joyce on In- 
surance, Section 3592 which it that: 
“The receiver in levying an assess- 
ment must show the existence of the 
same general conditions requiring it as 
the directors would have been obliged 
to.” 


The receiver of a mutual company 
cannot, therefore, collect assessments 
in excess of the limit set in the policy 
contract, charter and by-laws of the 
company, all of which must cor- 
respond to the statutory provisions 
under which the mutual company was 
organized and operating. No big, bad 
receiver is going to do anything to 
a mutual policyholder that the com- 
pany itself could not have done, and, 
in the case of the general writing 
mutuals, the public knows exactly 
what the limit is. More than that, 
the chance that any assessment will 
ever be levied in a company of the 
modern type is much less remote than 
the probability that stock companies 
will seek to raise rates. 

Now here is a devastating spasm 
of ignorance in the charge against 
the mutuals : 

“Solvent members are liable for all 
claims, there being no limit in case of 
solvency.” 

The case “supporting” this is Otto 
Ins. Exchange v. Bethell Bus Com- 
pany, (Wash. No. 21555 en Banc, 
1928). It deals with a certain type 
of reciprocal, and has utterly no bear- 
ing on mutual insurance. In fact, 
mutual companies are compelled by 
Section 87 of the Washington Insur- 
ance Laws to limit the assessment of 
liability of policyholders; and under 
Section 86 mutual companies may 
even issue non-assessable policies. 
Mutual companies are as different 
from reciprocals as from stock com- 
panies; we suspect that this is well- 
known by the compiler of the screed. 
But the good reciprocals can stand 
on their own merits, and need no 
defense by us. 

eee 

NOTHER picayunish statement 

in the pamphlet is that: 

“An insolvent mutual company can- 
not release its policyholders from as- 
sessment liability.” 

Of course it can’t, if the company 
is an assessment company with a con- 
tingent liability especially contracted 
for in the policy. But neither can 
any other kind of a contract be varied 
by officers of a company. The stock 





propagandists have a way of stating 
the obvious in a manner which sounds 
very important and solemn, just as 
they contend in some of their circu- 
lars that “right is right”—of course 
no one can controvert that. But it is 
also true that mutual insurance has 
proved the “right” type of protection 
for some one hundred and eighty 
years, and that no stock company has 
quite such a record. Mutual policy- 
holders, in general, have no trouble 
with mutual insurance. It is safe to 
say that no objections to it would be 
in general circulation were it not for 
the stock groups who naturally are 
a trifle disgruntled because so much 
business is being taken out of their 
hands and put into the superior and 
less costly mutual plan. 

The cases cited in the stock com- 
pany pamphlet bear out the point that 
no insolvent incorporation engaging 
in any business may practice fraud 
on its creditors by releasing favored 
debtors for insufficient consideration. 
In fact, the most authoritative case 
cited is that of Burke v. Smith, 16 
Wall. 390, decided by the United 
States Supreme Court in 1873. It 
was not an insurance company case. 
It was held that stockholders in a 
railroad company could not be re- 
leased from their stock subscription 
contract by the company directors 
after the company had become in- 
solvent. The other cases cited by the 
pamphlet simply announce this gen- 
eral rule. When the pamphleteer says 
“members cannot avoid _ liability 
through an arrangement with the 
company,” he is practically repeating 
the third item of his screed, and it is 
to be noted that he cites one of the 
cases he has already mentioned to 
bolster up his arguments here. The 
stock propagandist must be hard 
pressed for material when he has to 
spread his cases so thinly over so 
wide an area. 


T is difficult to believe than an ex- 

perienced insurance man could, 
with any good conscience, make the 
statement which is numbered 5, 
namely, “members are individually 
liable for the entire amount of their 
company’s deficit”. It has been 
demonstrated time after time, both 
in court and out, that such is not the 
fact. The mutual with which the 
average householder or business-man 
deals could not possibly assess for 
more than a limited amount. This 
is a matter which has been gone over 
thoroughly before, and the statement 
proves to be only a device of the 
stock author to make the insurance 
prospect play “ring-around-the-rosy” 
with a discredited idea. In a mutual 


(Continued on Page 22) 
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Automobile Accidents and Safe Driving 


By JOHN J. HOLMES 


Commissioner of Insurance 


S State Auditor and Insurance 

Commissioner of the State of 

Montana. | am naturally inter- 
ested in actuarial data and statistics, 
especially those relating to the Amer- 
ican Experience Table of Mortality, 
which is the basis of all American 
insurance contracts. In my reading, 
| have had occasion to note that many 
doctors have recently made the state- 
ment that Americans are living too 
fast. From a study of traffic statistics, 
1 would say they are dying the same 
way. 

It is almost appalling to note that 
last year, 1933, 29,900 people were 
killed and 850,700 persons were in- 
jured in accidents occurring on the 
streets and highways of this country. 
Sixteen years ago, the World War 
ended with a total loss of life in the 
A. E. F. of 10,000, yet our traffic 
accidents last year showed almost a 
300% increase over the death loss 
suffered in the greatest war in which 
this country has ever been engaged. 

The 1933 automobile accident death loss 
was 17% greater than the 1927 loss. It 
is safe to assume that the total automobile 
mileage in 1933 was not considerably 
higher than it was in 192/, as statistics 
show the difference in gasoline consumption 
in 1933, as compared to that of 192/, 1s 
accounted for by the increased consumption 
of gas by trucks. The six year period, 
1927 to 1933, has seen the speed of auto- 
mobiles considerably stepped up. Is the 
increased death toll the direct and proxi- 
mate result of Americans living too fast? 
It could be well urged that it is, as the 
automobile registrations for 1927 were less 
than three per cent under those for 1933, 
while the death loss from automobile ac- 
cidents was 17% greater. 

Increased speed with decreased use of 
brains in driving has given this country 
a death loss from automobile accidents 
three hundred per cent higher than that 
suffered by this country in its participation 
in the World War. 

Why do people desire to get out on the 
road and “burn it up”, so to speak? Re- 
cently I was amused at a conversation I 
overheard in a hotel lobby. An intelligent 
looking gentlemen of about forty-five years 
was telling some of his friends how fast 
he had driven between two cities. | couldn't 
understand why he had been in such a 
hurry as he undoubtedly didn’t have any- 
thing to do when he arrived except to sit 
in the lobby and tell how fast he had gotten 
there. How many lives, besides his own, 
had he placed in jeopardy in getting to a 
hotel lobby to tell how fast he had driven? 

I often think as I pass filling stations 
and witness cars being serviced for the 
road that it is unfortunate that, along with 
gas, oil, water and air supplied to the car 
to enable it to speed along the highways, 
the stations do not have some means of 
servicing the brains of the one under the 
wheel. It has often been stated that alcohol 
and gasoline won’t mix, but to my knowl- 
edge no one has ever charged that a good 
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compound cannot be obtained from a mix- 
ture of brains and gasoline. In fact, the 
solution of “The Great American Gamble” 
is going to be found in the use of brains 
along with the use of gasoline in motor 
cars. 

I never will concede that the average 
automobile driver is fundamentally a 
killer. I will agree, however, that the 
average driver is the most careless speci- 
men of the human race and | must admit 
that as far as practical results are con- 
cerned, it doesn’t make a great deal oi 
difference whether a killer accomplishes 
his work through inadvertence or degign— 
the deceased is just as dead as one way as 
another. In one instance, the killer is 
amenable to the law relative to murder, 
in the other, he is the recipient of sym- 
pathetic expressions, made by his friends, 
over his unfortunate accident, but in either 
event, a life has been snuffed out, children 
have been left fatherless or motherless, 
homes are disrupted and sorrowing survi- 
vors left to mourn the memory of the one 
departed. 

Under our present careless, speed-de- 
mentia system of driving, every driver of 
an automobile who fails to observe the 
fundamental rules of safety is a potential 
killer. The exercise of care, the adherence 
to the fundamental rules of safety and the 
fostering of the belief that we are respon- 
sible for the safety of others is the only 
solution to the problem of traffic deaths. 
Education will undoubtedly play the most 
important role in the campaign against the 
useless destruction of human life which 
we annually witness. Legislation will aid 
but, unfortunately, you can't legislate 
brains into the human family. 

There is no doubt in my mind that a 
great deal of the carelessness displayed 
on our streets and highways by motorists 
is due to the fact that operators of auto- 
mobiles fail to appreciate the potential 
power being handled. All of us are ex- 
treme in our caution when we _ handle 
dynamite or other explosives. The “powder 
monkey” in mines or quarries, however, 
has, by custom and usage, grown to view 
high explosives as part of the tools of the 
industry and handles the explosives with 
what appears to us a cautionless indiffer- 
ence. The automobile has become so com- 
mon and has and is serving such a useful 
and necessary purpose that we forget its 
potentialities. In our forgetfulness we 
grow indifferent or careless with the result 
that an appalling and ever increasing death 
rate is the direct and proximate result of 
the use of the automobile. 

Few of us realize that when an auto- 
mobile being driven at twenty miles an 
hour hits an object and is stopped within 
three feet, the blow struck represents 
energy which, if transformed into work 
energy, would be sufficient to lift four 
similar cars three feet in height and that 
when the same automobile being driven 
at sixty miles an hour hits an object and 
is stopped within three feet, the blow 
struck is equal in work energy to a force 
that would lift forty similar cars a distance 
of three feet. We don’t realize that if the 
man who has been able to put the sixteen- 
pound shot a distance of fifty-three feet 
had the energy developed by an average 
sized car going forty miles per hour, he 
could put the shot 4.4 miles and nearly ten 
miles if he had the energy of a car going 
sixty miles an hour, 
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There is no question that speed coupled 
with careless driving habits accounts for 
the 29,900 lives lost and the 850,700 per- 
sons injured last year. In our haste to get 
some place to do nothing, we pass cars 
on the right side; we pass cars toward the 
crest of a hill or while going around 
curves; we pass cars in the face of ap- 
proaching cars when the distance is in- 
sufficient to safely make the passing; we 
cut in on the left side of the road in 
turning a sharp curve; we fail to stop at 
stop streets plainly marked; we attempt 
to make left hand turns in an intersection 
from the right hand traffic lane; we fail 
to signal when we pull away from the 
curb; we fail to signal a stop or a turn, 
in fact, we do what we want to, when we 
want to, and let the others in the traffic 
try and guess what we are going to do. 
From the reports of last year, it would 
appear that almost 30,000 people guessed 
wrong and sacrificed their lives. 

We sail over the ice covered pavements 
and highways at from forty to fifty miles 
per hour when the mathematics of physics 
tell us that eighteen miles per hour is the 
maximum speed. We tear along snow 
covered roads at a speed in excess of 
forty miles an hour when twenty-two miles 
is the maximum speed indicated by mathe- 
matical computation taking into considera- 
tion the weight of the car, speed, braking 
surface and co-efficient of friction of the 
road. We hurtle over dry pavements and 
highways at from sixty to seventy miles 
an hour when it would take 126 feet to 
bring the car to a stop were it traveling 
at forty miles per hour. Speed—speed— 
ever increasing sneed. We are becoming 
speed maniacs. We are all accidents go- 
ing some place to happen. Each of us 
know we own the best and fastest car on 
the highway but why not let our knowledge 
suffice? Why constantly try to prove that 
which we know, especially when it costs 
29,900 lives and 890,700 injuries per year? 

The only safe procedure to follow in 
this day and age is to consider every 
motorist on the highway, except ourselves, 
a speed maniac or an imbecile and one 
not to be trusted. I have visited several 
of my friends in hospitals who had the 
legal right of way at street intersections, 
but that didn’t keep them out of the hospi- 
tal. The other fellow forgot that someone 
else had the right of way. A person can 
suffer just as good a crushed skull where 
thé law said he had the right of way as 
where it said he didn't. The law doesn’t 
seem to have much control over the manner 
in which human bodies may be wrecked. 
About all it is good for is to give a right 
of action to the one injured. What good 
is a judgment Against a rattle brain who 
doesn’t own property? I always considered 
it the better practice to yield the right of 
way to all who wanted it. I never could 
see where the right of action given to 
one by law would help him in his suffering 
when he arrived in a hospital after some 
other fellow didn’t think of the law or 
didn’t seriously regard its provisions. I 
always considered it good practice never 
to be in such a hurry as not to be able to 
stop and let the other fellow break the 
traffic laws all to pieces if he so desired. 
I have never heard any moaning out of a 
broken traffic law but I have heard a con- 
siderable amount of groaning from those 
broken up when the other fellow broke 
the traffic law. 

Why do we try to drive an automobile 
along the street or highway after we have 
let the radiator freeze and can’t see 
through the steam cloud coming from the 
frozen radiator? Why do we drive at such 
a rate of speed that it would be impossible 
for us to stop in a short distance if an 
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emergency presented itself; or in a car 
that 1s dangerous because of mechanical 
defects, either in the brakes or the head 
lamps? Only because we want to be in 
the “Great American Gamble” and see if 
we can get through the traffic without 
killing or being killed. Why do we, as 
pedestrians, attempt to step out into the 
street from behind a parked car and at- 
tempt to cross the street in the middle of 
the block in the face of two streams of 
traffic or cross a street when the traffic 
lights are against us? These acts must 
be motivated by the gambling instinct as 
reason dictates against such action. Self- 
preservation is the first law of nature but 
we humans, by our actions, seemingly do 
not desire to be controlled by the first law 
of nature. A dog won't try to cross an 
intersection when the traffic is running 
against him. He lets nature exercise her 
first law in his behalf. I sometimes think 
that animals have more traffic sense than 
we highly civilized, cultured and educated 
humans. Speaking of animals reminds me 
of a headline I noticed a day or two ago 
in the financial news of one of the local 
papers, which read: “There is no change 
in hogs.” The editor was right—we still 
see them driving in the middle of the road. 

My good listeners. there is no sense in 
the wasteful destruction of human life 
such as we witnessed in 1933. Traffic laws 
are made to be obeyed and enforced but 
the simplest, most efficient and the only 
law which will cut down the death loss in 
traffic accidents is concisely stated in two 
words — SAFETY FIRST. Let every 
motorist practice this rule, let every 
pedestrian guide his movements by that 
rule and the deaths resulting from traffic 
accidents will materially decline, if not 
wholly cease. There is much to be ac- 
complished by legislation, both by the state 
and the local governmental subdivisions, 
but in the last analysis, the practice of 
“Safety First” by every individual will do 
more than all the laws that may ever be 
placed upon the statute books. 

Not only do we fail to exercise even 
ordinary caution in our driving but we 
wholly fail to keep the automobile which 
we drive in proper mechanical shape. Last 
year examinations of over three million 
cars showed that three out of every four 
were dangerous because of some mechan- 
ical defect. How manv of us have con- 
sistent, periodical inspections made of our 
brakes and lamps? Last year’s check of 
three million cars showed 34% of the cars 
examined had defective brakes and 69% 
had defects in the head lamps. I know 
you curse and swear at the motorist you 
meet on the highway whose head lamps 
blind you and almost cause you to go off 
the road or turn into the oncoming lights 
but how about vour lights? Have you 
ever found out whether you are being 
cursed by other motorists because of the 
glare in your head lamps? How many 
times have vou been collided with when 
the other fellow’s brakes didn’t hold in 
making an emergency stop? Of course, 
he was wrong but what shape are your 
brakes in? Can you stop your car within 
the distance permitted by the given speed 
of the car and do you drive at such a 
speed that you may stop within the mini- 
mum distance in an emergency? If every- 
one would take the precaution to see that 
his car is kept in mechanical shape, then all 
cars would be fit to be driven on the roads. 
How prone we are to criticize the other 
person for his shortcomings, neglect and 
failures but how little time we put in 
correcting our own faults. Why can’t 
each member of the American traveling 
public keep his own car in excellent shape, 
drive safely and sanely and let the other 
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person take care of himself? If every 
person would keep his own house in order, 
we would have less traffic accident deaths 
and all would have a much happier life. 
Our traffic death and injury loss is a 
disgrace to our nation. It is indicative of 
our careless habits. There is no reason for 
it except pure, unadulterated selfishness 
and carelessness. If everyone will correct 
his habits and realize hig faults by observ- 
ing those of all others. there is no reason 
why this enormous death loss cannot be 


reduced and practically eradicated. I re- 
peat—the problem is to be solved more 
through education than legislation. Those 


who will not profit by study and thought 
of the elements of the problem will soon 
eliminate themselves by fatal accidents. 
True it is they will, perhaps, kill some 
cautious persons before they suffer death 
themselves, but in the end they will remove 
their own personal hazard. If all, by study 
and thought, will remove his personal 
hazard then the problem should quickly 
solve itself. 

I ask you, isn’t it high time that every 
man, woman and child adopted the two 
words, “Safety First”, as his or her full 
code of traffic regulation? To observe all 
these words imply would mean a rigid 
adherence to all traffic regulations by both 
motorist and pedestrian, all of which can 
accomplish but one result—a lowering of 
traffic deaths and accidents. 

I ask vou, in the name of humanity, to 
adopt and live within the boundless limits 
of this motto today—not tomorrow, for 
tomorrow never comes. The fellow who 
promises to begin to practice safety meth- 
ods tomorrow is the fellow who furnishes 
the funeral today. Let us stop this foolish 
waste of human life. It can be done if all 
will lend their aid. Let us see what can be 
done if all will practice the full embodied 
concept of the rule, “Safety First.” 


"Bunk of the Month" 
(Continued from Page 20) 
insurance contract, there are no mys- 
teries which in any way dodge or 
juggle an exact statement of the max- 
imum cost in the very unlikely event 
that an assessment is called for. The 
case depended on to prove the start- 
ling statement of the pamphlet is that 
of the Insurance Commissioner of 
Michigan, as receiver, for United 
States Mutual vs. Curry & Parrish. 
It is another of those local squabbles 
involving something between $36 and 
$37, and no higher court of any pres- 
tige has ever passed on the decision. 
A local J. P. court case would have 
about the same authority (which is 
about zero). The citing of it here 
certainly should not enhance the repu- 
tation of the lawyer, if indeed he was 
a lawyer, who prepared this wild bar- 

rage of illegal learning. 
Well, well, here comes again Sands 
Bontwell, 26 N. Y. 233. This is 
an old horse-chestnut used for propa- 
ganda purposes ever since it was de- 
cided in 1863, and has no reference 
to modern conditions. Even so, it 
did not decide that the policyholder 
was individually liable for the entire 
amount of the company’s deficits, but 
was an action growing out of the 





giving of a premium note against 
which the receiver levied an assess- 
ment of only about one-half of the 
maximum sum for which the policy- 
holder could be held liable, this being 
his share of the deficit. If an entire 
deficit could be laid on one policy- 
holder, the suit would have been for 
many times the amount of the pre- 
mium note itself. No mutual policy 
holder can be liable for more than 
his share of losses and expenses or 
deficits. The chief defense and what 
the case really decided was that the 
company had no power to operate 
two separate departments, a farmer’s 
department and a merchant’s depart- 
ment, which practice was held not to 
be sound. It is certainly muddled 
reasoning which tries to make any- 
thing disastrous out of that. 
ee ee ®@ 

HEN there is the old stock com- 

pany stand-by of Stockley v. 
Hartley, 12 Pa. 628, decided in 1900, 
and an attempt is made to twist it 
all out of focus. The case merely 
held that a policyholder in an assess- 
ment company was liable for an as- 
sessment to meet his share of the 
losses that occurred during the period 
that his policy was in force. There is 
no attempt to make the individual 
policyholder liable for the entire 
amount of the company’s deficit. 

Items 6 and 7 deal with recipro- 
cals, and doubtless the cases cited 
have as little point as have those 
analyzed above. In any event, they 
do not apply to the mutual plan in 
any manner. 

Why should it be held against 
the mutuals that losses cannot be 
set off against sums owed to an 
insolvent company? That is all 
which Schofield v. Lafferty, in 17 
Penn. Sup. 8 holds. Such a rule is 


applicable to stock and mutual 
companies alike. A stock insur- 
ance company policyholder who 


had not paid his premium and in 
the meantime had had a loss would 
be in precisely the same position 
as to the right of set-off. In either 
case, a contrary rule would give a 
preference to certain policyholders, 
and no well-informed person would 
expect such a preference. 
eee 

HE grand finale of the nine 

points mentioned in the circu- 
lar before us is no burst of light 
from any legal fire works, either. 
It is stated that “cancelling and 
paying assessments for losses will 
not preclude a receiver from suing 
for assessments to make up a de- 
ficiency.” The citations are 8&2 
Northwest 515, which is the Michi- 
gan case of Peake v. Yule, decided 

(Continued on Page 26) 
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MUTUAL INSURANCE ON PUBLIC PROPERTY 


E have seen, on extended 

analysis, that mutual insurance 

on public property is not un- 
constitutional, that it does not involve 
the expenditure of public funds for 
private purposes, and that the pur- 
chase of mutual insurance does not 
make the mutual policyholder a stock- 
holder in the company. We have, 
therefore, disposed of the first criti- 
cism made by the fictitious Mr. 
Black before the mythical Zenith 
school board. Let us now turn to his 
second objection—that mutual insur- 
ance involves a liability to assessment 
which cannot be limited or waived, 
and which may fall with crushing 
force upon either the School Board 
or the trustees individually. 


ee ® 
The Purpose of Assessment Liability 
UTUAL fire insurance com- 


panies exist for the purpose 
of providing protection against loss 
to their members at the lowest pos- 
sible cost. The cost of insurance is 
the total of the losses paid and the 
expenses incurred in collecting pre- 
miums, paying losses, and administer- 
ing the company. Although there is 
a possibility of wide fluctuation in 
the yearly amount of loss which will 
be suffered by those insured, both 
theory and practice are in agreement 
that such fluctuations become small 
when the business is widely spread, 
carefully underwritten, and enough 
policies are issued to give the law 
of averages a chance to operate. 
Many mutual fire insurance com- 
panies, particularly those in the farm 
field, do not collect from their policy- 
holders in advance, but instead levy 
an assessment upon them at the close 
of the year for sufficient funds to pay 
the losses and expenses actually in- 
curred. Experience shows the amount 
of such assessments is remarkably 
constant year after year. The ad- 
vance premium mutuals (with which 
we are concerned) charge a premium 
at the time the policy is written in- 
stead of assessing their members at 
the close of the year. The amount 
of such premium varies with the 
hazard of the risk insured, and, in 
the usual case, is substantially more 
than the estimated amount necessary 
for losses and expenses. If the actual 
experience is in accord with the cal- 
culations of the actuaries and under- 
writers, as it almost invariably is, the 
company may place part of the excess 
in its surplus, and returns whatever 
remains to the policyholders in the 
form of a dividend. 


Third Installment of a Discus- 
sion on the Essentials to be 


Looked for by School Boards 


and other Officials when 
Placing Policies 


There is the possibility, though re- 
mote, that the premium collected may 
not be sufficient to pay the losses and 
expenses incurred, and unless other 
supplementary funds are available the 
company will not be able to meet its 
obligations. An established mutual 
in such case turns to its surplus, built 
up for that purpose in the normal 
years, to secure the funds that it 
needs. A new mutual, without any 





accumulated or contributed surplus, 
must turn to its policyholders, who in 
their contracts have undertaken a 
definite obligation to supply additional 
amounts up to a stated limit, usually 
one additional annual premium. The 
assessment liability in a mutual con- 
tract is therefore an emergency asset, 
to be called upon only after the pre- 
miums collected, plus the surplus, if 
any, have proved insufficient to pay 
the losses and expenses. It is appar- 
ent that as the surplus of the mutual 
company grows the possibility of 
assessment diminishes, and, as a prac- 
tical matter, finally vanishes alto- 
gether. This has been recognized by 
the legislatures of many of the states, 
and their statutes provide that after a 
mutual company has a surplus of a 
stated amount it may issue a non- 
assessable contract. Such _ non- 


Every City Area Has Dotted in Many Places Schools and Other Property Exposed to 
Inevitable Hazards. 
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assessable policies are being issued in 
increasing numbers by mutual fire 
companies whose surplus is far in 
excess of the amount required, and 
who therefore feel that they have no 
further need of assessment liability. 
This has been for years the position 
of the mutual life insurance com- 
panies, who also surrendered the right 
te assess after they found that it was 
never usec, 


ee @ 
Legal Aspects of Assessment 
Liability 

F Mr. Black were questioned by 

a member of the school board he 
would probably assert that a non- 
assessable contract is contrary to mu- 
tual principles, since it is illogical for 
a man to receive the profits from the 
operation of a mutual company and 
refuse to accept responsibility for its 
losses. He would state that in every 
business its owners are responsible to 
those holding the obligations of the 
business, and that the mutual com- 
pany is owned by its policyholders. 
As a legal proposition, he feels that 
they cannot limit or eliminate the 
assessment liability by the terms of 
the policy. Let us, therefore, ex- 
amine closely the court rulings on 
the contingent liability assumed by a 
mutual policyholder. 

The obligations of the mutual pol- 
icyholder to the company are deter- 
mined by the contract of insurance 
in force between them. There is 
nothing in the essential nature of the 
transaction, or in the nature of a mu- 
tual insurance company, which de- 
mands that any obligation for addi- 
tional payments to the company be in- 
curred by the mutual policyholder. 


‘Davis v. Parcher, et al. (1892), 82 Wis. 488, 
494 

Swing v. Humbird (1904), 94 Minn. 1, 101 N 
W. 938. 
In re Minneapolis F. Ins. Co. (1892), 49 Minn. 
291. 297, 51 N. W. 921 

Union Ins. Co. v. Hoge (1859), 21 How. (62 
U. S.), 35, 64 

Spruance v. Farmers & Merchants Ins. Co 
(1885), 9 Colo. 73, 10 Pac. 285. 

Integrity Mut. Ins. Co. v. Boys (1920), 293 
I. 307, 127 N. E. 748 

Darnell v. Equity L. Ins. Co.’s Receivers (1918), 
179 Ky. 465, 200 S. W. 967. 

Patron’s Mut. F. Ins. Co. v. Brinker (1926), 
236 Mich. 367, 210 N. W. 329 

State v. Manufacturers Mut. Ins. Co. (1886), 
91 Mo. 311, 3 S. W. 383 

McDonald v. Bankers Life Assn. (1900), 154 
Mo. 618, 55 S. W. 999. 

Lyons v. Rathbone (1900), 164 N. Y. 10, 58 N. 
E. 29 

Shaughnessy v. Rensselaer Ins. Co. (1885, N. 
Y. Sup.), 21 Barb. 606 

White v. Havens (N. Y. App. 1860), 20 How. 
Pr. 177 

Jackson v. Roberts (1865), 31 N. Y. 304. 

State ex rel. Nat’l. L. Assn. v. Matthews (1898), 
58 Ohio St. 1, 49 N. E. 1034, 40 L. R. A. 418. 

Beaver State Ins. Assn. v. Smith (1920), 97 Ore 
579, 192 Pac. 798 

Johnson v. Sch. Dist. No. 1 (1928), 128 Ore 
9, 270 Pac. 764. 

Given v. Rettew (1894), 162 Pa. 638, 29 Atl. 
703 

Schimpf v. Lehigh Valley Mut. Ins. Co. (1878), 
86 Pa. 373 

Hays v. Lycoming F. Ins. Co. (1881), 98 Pa 
184. 

Wetmore v. McElroy (1913), 96 Pa. S. Car 
182. 80S. E. 266 

Continental F. Assn. v. Masonic Temple Co. 
(1901), 26 Tex. Civ. App. 139, 62 S. W. 930. 
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It is entirely competent for a mutual 
insurance company, by its policy, to 
restrict or wholly to eliminate any 
assessment liability of the policy- 
holder, unless expressly forbidden by 
statute. This is the unanimous hold- 
ing of the courts, and the question 
has been considered often.! 

There is no state where the statutes 
make it impossible for an advance 
premium mutual to place a limit upon 
the assessment liability. The Minne- 
sota law on this point, which may be 
taken as typical of those generally in 
force, reads as follows: 

“Every mutual fire company shall charge 
and collect on each policy a premium, in 
casn, or in notes, absolutely payable, or it 
may accept a deposit of cash equal to one 
year’s premium on the policy issued, and 
while such deposit remains intact collect all 
future premiums on such policy by assess- 
ment thereon, and shall also provide in its 
by-laws and specify in its policies the max- 
imum contingent mutual liability of its 
members for the payment of losses and 
expenses not provided for by its cash fund. 
Such contingent liability of a member shall 
not be less than a sum equal to and in 
addition to one annual premium, nor more 
than a sum equal to five times the amount 
of such annual premium, or, in case of a 
policy written for less than one year, the 
contingent liability shall not exceed the 
amount of premium written in the policy. 
The total amount of the liability of the 
policyholder shall be plainly and legibly 
stated upon each policy.”2 

It is obvious that statutes of this 
type sanction a limitation of assess- 
ment liability in the by-laws of the 
company and the policy contract. 

As we have said, the courts have 
repeatedly passed on the right of a 
mutual company to issue a non-assess- 
able contract, which carries with it, 
as a corollary, the right to limit con- 
tingent liability to a fraction or a 
multiple of the premium. Perhaps 
the most famous case is that of Union 
Ins. Co. v. Hoge, where in the Su- 
preme Court of the United States 
held that a mutual company may 
issue a policy without any contingent 


2? Mason’s Minnesota Statutes 1927, Sec. 3538. 

? Union Ins. Co. v. Hope (1859) 21 How. (62 
U. S$.) 35. 

*Swing v. Humbird (1904), 94 Minn. 1, 101 N. 
W. 938. 

Dwinnell v. Kramer (1902), 87 Minn. 392, 92 
N. W. 227. 

Dwinnell v. Felt (1903), 90 Minn. 9, 95 N. W. 
579. 

Joyce on Ins. ss. 1251-1253. 

Federal Union Surety Co. v. Flemister (1910), 
95 Ark. 389, 130 S. W. 574. 

Smith v. Sherman (1901), 113 Iowa 601, 85 
N. W. 747. 

Ionia E. & B. Farmers Mut. F. Ins. Co. v. 
Otto, (1893), 97 Mich. 522, 56 N. W. 755. 

Wardle, Receiver of Home Mut. F. Ins. Co. v. 
Hudson (1893), 96 Mich. 432, 55 N. W. 992. 

Burke v. Scheer (1911), 89 Nebr. 80, 130 N. 
W. 962. 

Thomas, Receiver v. Whallon (1857), 31 Barb. 
172. 
Williams, Receiver v. Lakey (1857), 15 How. 
Pr. 206. 

Bangs v. Duckenfield (1859), 18 N. Y. 592. 

Elwell v. Crocker (Super. Ct., 1858), 4 Bosw. 22. 

Toll v. Whitney (Super. Ct. 1858), 18 How. Pr. 
161. 

Hyatt v. Whippe (Sup. Ct., 1862), 37 Barb. 595. 

Beaver State Merchants F. Ins. Assn. v. Smith 
(1920), 97 Ore. 579; 192 Pac. 798. 

Schimpf v. Lehigh Valley Mut. Ins. Co. (1878), 
86 Pa. St. 373. 





liability, even though there was no 
statutory authority for such limita- 
tion. This is only one of a long list 
of cases holding that any contingent 
liability of a mutual policyholder 
to assess after they found that it was 
never used. 

The positive stand of the courts is 
well illustrated in Beaver State Mer- 
chants Fire Insurance Association v. 
Smith, where it was said: 

“The liability of defendant depends upon 
the construction of the policy, which con- 
tains the constitution and by-laws of the 
plaintiff association * * *. The liability 
to pay an assessment is a matter of con- 
tract.” 97 Ore. 585. 
and in Williams, Receiver v. Lakey: 

“The court cannot alter a man’s con- 
tract, or make him pay more or sooner 
than he had agreed to do, or any different 
manner. The fact of the insolvency of the 
corporation, in short, cannot vary the con- 
tract of a member of a mutual insurance 
company. This liability is fixed by his 
contract.” 15 How Pr. 206. 

It is sometimes alleged that there 
are court decisions holding that a mu- 
tual company cannot limit the assess- 
ment liability of its members. On 
examination of the decisions quoted 
in support of this proposition, it will 
be found that they were decided on 
the basis of antiquated statutes which 
do not apply to the advance premium 
mutual companies of today, and that 
they have since been specifically re- 
versed. QOne such case, often quoted, 
is Kennan v. Rundle, where the Wis- 
consin Supreme Court held that a 
Wisconsin mutual company was gov- 
erned absolutely by the explicit re- 
quirements of the Wisconsin statute 
under which it was incorporated, and 
that all insurance written by the com- 
pany must be assessed pro rata for 
any amount needed to pay all losses 
and expenses.® Within a year after 
this case, the same court declared that 
a non-assessable policy was entirely 
consistent with the theory of mutual 
insurance, and thus effective to elimi- 
nate. any contingent liability on the 
part of the policyholder whenever 
the legislature did not see fit to make 
a provision for assessment liability 
mandatory upon the company. This 
case is worth quoting: 

“This claim seems to be based upon the 
ruling of this court in Rundle v. Kennan, 
79 Wis. 492, 48 N. W. Rep. 426 and 
Kennan v. Rundle, (Wis.) 51 N. W. Rep. 
426. It was held in those cases that, by 
the law of the organization of the com- 
pany which the court was there dealing 
with (the Manufacturers Mutual Fire In- 
surance Company of Milwaukee) the 
member paying his premium in cash was 
still liable to assessments on the property 
insured for losses. That company was 
organized under the statute for the or- 
ganization of millers and manufacturers 
mutual insurance corporations, (Sanb & 
B. Ann. St. Secs. 1941a-1941f.) one pro- 
vision of which is that losses shall be 


5 Keenan v. Rundle, 51 N. W. 426. 











- assessed on all the property insured. The 
law of the Oshkosh Company is, in effect, 
that losses and expenses shall first be paid 
out of cash assets and, when these are ex- 
hausted, by assessments on premiums notes 
alone, and that the member who has paid 
his whole premium in cash shall not be 
liable to further assessments for losses or 
expenses. Hence, in any event, the court 
was right in restricting the assessment of 
the Paine Lumber Company to the face of 
its premium note and on the appeal of the 
receiver the judgment must be affirmed.’® 

ee @ ® 
Frequency of Assessments 
FE have now reviewed the place 
of contingent liability as an 
emergency asset for mutual fire in- 
surance companies, and the right of 

a company to limit, or abolish, such 
liability in its contracts. Since we 
have given so much time to the sub- 
ject, it might be assumed by a reader 
who is unversed in insurance that 
assessments by advance premium mu- 
tuals are of regular occurrence. Noth- 
ing could be further from the truth. 
Assessments by a_ well-established 
advance premium fire mutual are 
about as common as specimens of the 
great auk. There are instances in 
the past, as after the Boston fire of 
1872, when the contingent liability 
of the mutual policyholders was used 
and made it possible to pay all claims 
in full while competing companies 
were unable to meet their policy ob- 
ligations, but they are without many 
modern parallels. This is undoubt- 
edly due to the fact that the present- 
day mutual has accumulated a sub- 
stantial surplus, and, through its na- 
tional operations, avoids any undue 
concentration of insured property. 
At the same time, it is more con- 
servatively managed and uses less of 
the premium dollar for expenses 
than do the stock companies. The 
depression years of 1930, 1931, and 
1932 put all insurance to the acid test, 
yet assessments on mutual policy- 
holders were conspicuous by their 
absence. And the companies were 
still able to continue their savings to 
their policyholders. 

In considering assessment liability, 
therefore, any prospective purchasers 
of mutual insurance should study the 
financial position and the past record 
of the company or companies under 
consideration. Most advance pre- 
mium mutuals today have ample sur- 
pluses, the usual legal reserves, and 
an additional margin of safety in 
their dividend. Since the normal 
mutual loss ratio is only about 35 
per cent of the premium most com- 
panies could pay without assessment 
losses which were five times as large 
as normal. Under current conditions, 

* Davis v. Oshkosh Upholstery Co., 82 Wis. 488, 
52 N. W. 771. 
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such an experience is the 
mote of possibilities. 

The last point raised with reference 
to assessment liability concerns the 
personal liability of the trustees of 
the board in the event an assessment 
is levied. It is argued that stock in- 
surance provides protection against 
loss from fire at a fixed and known 
cost, and that if the trustees, knowing 
that the mutual policyholders may be 
assessed, still prefer it to stock insur- 
ance, they are themselves liable for 
any assessment which may be levied. 
This argument is, of course, baseless. 
The trustees have the duty of acting 
with reasonable care, but that does 
not mean that they must accept a bid 
at a fixed price rather than one at a 
sliding price contingent upon cost. 
The validity of cost-plus contracts for 
public work has been well established, 
and the trustees can never be held per- 
sonally for any excess over a bid sub- 
mitted at a fixed price, so long as they 
acted with reasonable prudence. It 
would be more sensible to argue that 
the trustees who take out stock in- 
surance should be personally liable 
for the difference in net cost between 
the stock and mutual premiums, since 
the dividend is almost a certainty 
while the assessment is only a remote 
possibility. 


most re- 
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HE last contention of the fic- 
titious Mr. Black, as our read- 
ers probably remember, was that the 
local agents, as taxpayers and sup- 
porters of the community, should be 
preferred. In its simplest form, the 
argument is as follows: “Granting 
that the mutual companies provide in- 
surance which is as sound as that of 
the stock companies and that there is 
no valid legal objection to it, the local 
agent, who contributes to the support 
of the community, should be favored 
with the insurance, as part of the 
general ‘Buy at Home’ movement.” 
lirst of all, many mutuals operate 
on the agency plan. In such circum- 
stances, the argument of Mr. Black 
vanishes into thin air. The funda- 
mental plan of mutual insurance is 
not affected by the method in which 
business is secured by the company, 
provided that business is up to mu- 
tual standards and the acquisition cost 
is reasonable. The mutual agent is 
just as much an integral part of his 
community as the stock agent, and 
makes an equivalent contribution. At 
the same time, he is offering a con- 
tract in a sound and dependable com- 
pany at a lower net cost than his 
stock competitors are able to do. We 
must assume, in order to do justice 
to Mr. Black, that the mutual com- 
pany before the Zenith school board 
operates through salaried representa- 
tives who live outside Zenith. Grant- 
ing that, let us consider the “Buy at 
Home” argument. 

In the July, 1934, issue of the 
Journal of American Insurance the 
misapplication of the “Buy at Home” 
principle to insurance is discussed at 
length. In the usual case, because of 
the lower expense ratio, the difference 
between the net cost of mutual and 
stock insurance will be approximately 
the same amount or an amount 
greater than the agent’s commission. 
To take out insurance with a stock 
agent solely ta help out a local resi- 
dent therefore amounts to an out- 
right gift, paid for by every taxpayer, 
to such agent. It is true that he 
pays taxes, but so does every other 
citizen. Those taxes go to maintain 
police and fire departments for his 
protection, protect the public health, 
provide educational facilities for his 
children, and pay for all other public 
activities. He is not making a gift to 
the city of the amount of his taxes, 
but only making his contribution to 
the upkeep of his government. To 
disregard all economic considerations 
and place insurance with the stock 
agent just because he is a local tax- 
payer is to discriminate against all 
other taxpayers. No more money re- 
mains in the community, since the 
amount remitted by the agent to his 
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distant company is usually larger 
than the net premium cost in a mutual 
company. 
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LAST interesting sidelight on 

this point is found in the recent 
disclosure that stock agents have 
taken sufficient time from their cam- 
paign to “Keep the Premium at 
Home” to threaten Sears Roebuck 
and Company with the loss of their 
patronage unless it gave up its in- 
surance business. How can any agent 
who subscribes to the “Buy at Home” 
principle deprive Sears Roebuck of 
any business? That striking ex- 
ample of dual personality, Dr. Jekyll 
and Mr. Hyde, had nothing on some 
present day agents. 

The board of trustees or board of 
governors of any public corporation, 
before deciding on insurance for the 
property under their charge, owe it to 
the taxpayers to make a complete sur- 
vey of what the insurance market 
offers. We hope that the outline 
which we have given will be helpful 
to them. As a last suggestion, may 
we emphasize the fact that compari- 
sons, in the last analysis, should be 
based upon the companies that are ac- 
tually under consideration, not on the 
general merits of mutual and stock 
carriers. There are weak mutuals 
and weak stock companies, although 
the vast majority of both are sound 
and reliable. Security should be the 
first essential, and no company should 
be considered for a moment if there 
is any question of its ability to pay its 
claims. Given two sound competing 
companies, the elements of contract, 
price, and service demand attention. 
There need be no mystery about in- 
surance, and the average board will 
be competent to make a fair compari- 
son and reach an accurate conclusion 
from it. If such a method is used in 
placing insurance on public property, 
the mutual companies do not fear the 
result. 

eo e@ @ 


"Bunk of the Month" 


(Continued from page 22) 
in 1900; and 82 Northwest 523, also 
a Michigan case, Cavanaugh v. 
Cannon, decided in 1900. Both 
cases involved small companies 
which charged no cash premiums. 
It seems that at one time an as- 
sessment was incorrectly comput- 
ed, and the receiver asked for $6.22 
in one instance and $14.33 in an- 
other. Even such a small amount 
could not be collected in the case 
of a modern advance premium lim- 
ited liability company if it were in 
excess of the known cost stated in 
the policy. The whole procedure 
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of the sponsors of this pamphlet is 
as if an insurance agent when call- 
ing on a prospect were to unloose 
a swarm of trained fleas, and, after 
they had chased the business man 
all over his office, were to contend 
that the mutuals were responsible 
for his confusion. Occasionally, 
into this editor’s office come re- 
ports that prospects have grown so 
tired of such unethical and ridicu- 
lous methods of solicitation as to 
call the “bouncer” to show the of- 
fending agent the door as soon as 
he begins his low comedy per- 
formance. Perhaps that is the so- 
lution, but how much better if the 
stock company group which backs 
the “Committee on Publicity and 
Education” propaganda-mill would 
take a long look ahead and see that 
its efforts to bamboozle the public 
cannot forever be confused with 
education. Insurance knowledge is 
rapidly being learned by the insur- 
ance-buying public, and, ultimate- 
ly, capability of management, rea- 
sonable cost, and high quality of 
service will be the universal tests 
which must be met by all compa- 
nies. On such a basis mutual in- 
surance is invincible. 

Or, we might suggest, if they 
can’t look forward, they look back 
at the great mutual baiters of the 
past, and try to pick them out of 
the chaos that has befallen such 
benighted belligerency. 


How Commercial Banks 
Are Serving Industry 


BELOW IS THE TEXT OF A LETTER 
FROM LYMAN E. WAKEFIELD, PRESI- 
dent of the Association of Reserve 
City Bankers, to Raymond Moley, 
editor of Today. This letter gives the 
result of a survey of the lending ac- 
tivities of a group of banks which 
carry over 35 per cent of the com- 
mercial banking deposits of the coun- 
try, and indicates (1) that there are 
lines of credit now available to bor- 
rowers and unused to the extent of 
probably $8,000,000,000 or $10,000,- 
000,000, and (2) that, excluding 
loans on collateral security and re- 
newals of old loans, new loans to the 
amount of $3,877,000,000 were made 
by these banks during the first six 
months of this year. 

Mr. Raymond Moley, Editor, 

Today, 
New York. 

Dear Mr. Moley: 

From time to time in your mag- 
azine, “Today,” you have raised the 
question as to whether the commercial 
banks in the United States are ade- 
quately serving the current needs of 
industry for commercial loans or 


whether, by excessively restricted 
credit policies, they are impeding busi- 
ness recovery. You have never taken 
the position that the banks were un- 
willing to loan money, but have in- 
dicated that it would be helpful to 
have the full facts brought out. 

In order to bring this discussion 
down to a factual basis the Associa- 
tion of Reserve City Bankers has 
compiled some figures from a cross- 
section of the banks of the country 
that indicate the extent to which they 
are making and are willing to make 
such loans. 

As you know, it is a custom of long 
standing for commercial banks to 
make credit commitments to indus- 
trial and business concerns to be used 
if and when desired. These are what 
are commonly known as lines of credit. 
These lines of credit are definite ex- 
pressions on the part of the bank’s 
willingness to lend money. The banks 
are eager to develop the use of such 
lines of credit because their principal 
business is to lend money. 

The banks can make these funds 
available. They cannot force business 
to use them, but they have for some 
time been making unusual efforts, 
through direct contacts with former 
borrowers, to encourage such use. A 
great volume of credit, now readily 
available at rates probably the lowest 
in history, is at the disposal of those 
who want it and are properly entitled 
to use it. 

In answer to an inquiry made by 
this Association, a group of banks 
with deposits of about $13,100,000,000, 
representing over thirty-five per cent 
of the commercial banking deposits of 
the country, report total lines of credit 
granted or available at the present time 
of $6,155,000,000. Of these credit 
commitments, the total of loans out- 
standing is $1,950,000,0900. In other 
words, this group of banks has estab- 
lished lines of credit which are unused 
to the extent of roughly $4,200,000,000, 
or an amount equal to over thirty per 
cent of their total deposits. If these 
figures are typical it may be estimated 
that for all commercial banks in the 
country the credit commitments made 
and unused probably aggregate some- 
thing like $8,000,000,000 or $10,000,- 
000,000. These credit commitments 
are not confined to large industries, 
but include thousands of lines estab- 
lished throughout the country in favor 
of small business units. So far as we 
know, this is the first time these figures 
have been compiled. 

The fact is that not only have the 
banks made these commitments, but 
they are actually making loans today 
in much larger volume than is gen- 
erally supposed. The same inquiry 
that asked banks for their lines of 
credit also requested a statement of the 
amount of new Icans other than re- 
newals granted during the first half of 
this year. The banks answering this 
question have deposits of about $14,- 
00,000,000, and they reported new 
loans from January 1 to June 30, 1934, 
of $3,877,000,000, not including loans 
against collateral security. From these 
figures it is obvious that the aggre- 
gate amount of loans now being made 
by the banks is very substantial. 

The charge has been made that the 
banks are not making loans, because 
the aggregate volume of loans has not 
increased materially on recent dates. 
The principal reason is that old loans 











are being voluntarily paid off about as 
fast as new loans are made. The turn- 
over in loans is large. The borrowing 
individuals and enterprises are chang- 
ing from day to day. Government 
disbursements of funds in various 
forms is one important factor which 
has tended to reduce bank loans. Many 
persons who have received government 
loans or government payments, either 
directly or indirectly, have been able 
to pay off loans previously contracted 
at the banks. 
There can be no question but that 
the banks are making greater efforts 
today than ever before to utilize their 
surplus funds. It is probably true that 
in a few scattered instances banks have 
been unduly reluctant to make new 
commitments because their efforts have 
been concentrated on putting their 
houses in order after a period of un- 
precedented difficulty. But in the great 
majority of cases the banks are mak- 
ing loans wherever sound loans can 
be made, both large and small. Fur- 
ther, they have a very substantial vol- 
ume of credit available when borrow- 
ers are able to find profitable employ- 
ment for funds and are willing to 
make forward commitments. We hope 
and believe this period of increased 
activity will not be long delayed. 
Very truly yours, 
(Signed) L. E. Wakefield, 
President. 

Minneapolis, Minnesota, 

November 8, 1934. 


New Marine Rulings Issued 


INTERPRETIVE BULLETINS ANSWER- 
ING TWO INQUIRIES HAVE JUST BEEN 
issued by the Joint Committee on In- 
terpretations and Complaints in con- 
nection with the application of the 
nation-wide definition and interpreta- 
tion of the insuring powers of marine 
and transportation underwriters 
through R. T. Marshall, its executive 
secretary. 

Bulletin No. 52 treats the subject 
“Armored Car Policies—Property in 
Safes on Premises of Customers” 
and the committee makes the follow- 
ing interpretation: 

“Monies and (or) securities in safes 
used only for such purposes, awaiting 
transportation by armored cars and 
which may not be removed therefrom 
except by use of key in the custody 
and control of the armored car serv- 
ice, are in course of transportation and 
may be insured under a marine or in- 
land marine form of policy, but such 
policy may not cover monies or securi- 
ties outside of such safes in the 
premises of a customer of such 
armored car service.” 

In Bulletin No. 53, the committee 
dealt with an inquiry on “Loss of Ac- 
counts Receivable” and issued the fol- 
lowing ruling: 
resulting from destruction 
of or damage to books of account or 
office records while on the premises of 
the owner may not be covered under a 
marine or inland marine form of 
policy.” 


“Losses 
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“There's no guesswork 
about tt—millions of property 





owners save money that way” 





O forgotten man is the property owner. 

He is in fact so well remembered that 

an increasing part of the tax load has been 
put on him in recent years. 

With taxes up, interest rates standing pat, 
and income down, every sane and sensible 
way of reducing costs is a matter of real in- 
terest to property owners, 

Over six million owners of property are 
finding the saving offered by Mutual insur- 
ance one way of reducing overhead cost. 
Mutual policyholders year after year have 
saved a substantial part of their premiums— 
with the satisfaction that always goes with 
reducing a non-productive cost. 

Time has tested the Mutual plan of fire 
insurance longer than any other type of fire 
insurance. Thirty-one Mutual companies op- 
erating actively today are over a century old. 
Think of that, in a country with only a cen- 
tury and a half of history back of it! 

American property to the extent of over 
37 billion dollars is protected in Mutual fire 
companies. If yours is not, and if you have a 
normal interest in reducing costs, write 
today for a booklet outlining the methods 
and principles of the Mutual plan of insur- 


ance — containing also the names of the 
strongest, legal reserve Mutual companies. 


How to Select a Mutual Company 


Seventy-two companies comprise the Feder- 
ation of Mutual Fire Insurance Companies. 
Membership in the Federation is a definite 
indication of sound operation over a long 
period of years—of financial strength—of 
the ability to render satisfactory service to 
property owners, large or small. These com- 
panies have assets over 99 million dollars — 
have saved and returned to policyholders 
over 125 million in the past ten years. No 
sounder protection is available anywhere. 





This Seal Means Safety 

This Seal identifies a 
member company of 
The Federation of Mu- 
tual Fire Insurance 
Companies and The 
American Mutual Alli- 


ance. It is a symbol of 





soundness and stability. 











MUTUAL FIRE INSURANCE 


An American Institution 


WRITE FOR THIS BOOKLET 
Federation of Mutual Fire Insurance Compa- 
nies, 230 North Michigan Ave., Chicago, Ill. 

Kindly send me a list of Federation Com- 
panies and your booklet explaining how the 
mutual plan cuts fire insurance costs. 


Name 
Street 


City 
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OING things successfully 
over a period of time— 
that’s what stability implies. 
Mutual insurance has a rece- 
ord of stability unmatched 
by any other classification of 
American business. 180 
years of serving, protecting, 
saving! Growing soundly and 
very surely. 
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STABILITY AT STEVENS POINT 


Assets 
1914 $ 12,549.26 
1930 4,03 1,265.68 


1933 5,346, 185.72 
(As filed with the New York Insurance Department) 


HARDWARE MUTUAL CASUALTY COMPANY 


Home Office: Stevens Point, Wisconsin 


Not being led astray by “new 
era”? phantoms whether they 
were current in 1829 or 1929. 


Behind a record of stability 
there is always an adherence 
to basic principles—conserv- 
ative practice — judgment— 
steady forging ahead rather 
than ups and downs. 


Surplus 


$ 2,811.05 
687,988.26 
1,000,762.26 



































A NON-ASSESSABLE 
MUTUAL POLICY 


Atlantic Mutual _poli- 
cies are non-assessable, 
as provided by the 
Company's Charter. @ 
Profits are shared with 
policyholders in the 
form of dividends. @ 
These dividends are 
paid without regard to 
the loss experience on 
any individual policy, 
or any Class of policies. 


FULL 
COMMISSION 


PAID TO 
BROKERS 


Dividends Paid 78 
Years — Present 
Cash Rate 15% 


MARINE INSURANCE 
INLAND — OCEAN — YACHTS 





Brokers Receive Full Co-operation 
Write for Particulars 


ATLANTIC MUTUAL 
INSURANCE COMPANY 


Chartered 1842 


175 West Jackson Blvd., Chicago, Ill. 
Home Office: 49-51 Wall Street (Atlantic Bldg.) N. Y. 


BRANCHES 


Boston Cleveland Philadelphia Baltimore Washington 
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AN OUTSTANDING — 


SAVINGS RECORD 


In June, 1934, the dividend savings returned to. 
policyholders by the Federal Mutuals since 
ganization, reached the enormous ‘total . 


ie 
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A RECORD 
THAT SPEAKS FOR ITSELF 


A comparison of all casualty companies reporting to New York Insurance 
Department with the Lumbermens Mutual Casualty Company on results for 


the period December 31, 1929, to December 31, 1933. 


During these four years— 


Assets of all casualty companies decreased ~ « « as « 2S 
Assets of the “L-M-C” imereased 5 me ca optecae Caneel a ee 


, —____ —~, } 


Cash surplus of all casualty companies decreased . . . . 42.1% 
Cash surplus of the “L-M-C” inereased . & 4b. ae Se 


} eT 


Premium income of all casualty companies deereased . . . 28.3% 
Premium income of the “L-M-C” imeweased .... . . 316% 


In this same period the “L-M-C” paid for losses and returned 


to policyholders in dividends over $34,900,000. 


LUMBERMENS MUTUAL CASUALTY COMPANY 


JAMES S. KEMPER 


President 


HOME OFFICE 
CHICAGO, U. S. A. 








Organized originally for lumbermen and now accepting good 


risks in all classes of business. 
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